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a decade of growth
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data storage revenue*

Imation is unique as the only company in the world focused exclusively on the development, manufacture and distribution of removabie data storage
products spanning the “four pillars” of storage technology — magnetic, optical, flash and removable hard disk storage. Our focus creates what we
believe is a significant competitive advantage as we accelerate our global penetration into a rapidly expanding market. Our data storage legacy
reaches back more than 50 years when this business was a part of Minnesota Mining and Manufacturing (3M), developer of the world's first computer
tape. In 2006, Imation proudly marked its 10th anniversary as an independent company. Today, our 2,000+ employees develop, market and deliver
data storage products to customers in approximately 100 countries. In addition to the [mation brand, our global brand portfolio now includes the
Memorex brand, one of the most widely recognized consumer brands, famous for the slogan, “Is it live or is it Memorex?”
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= See ltem 7 "Management’s Discussion and Analysis of Financial Condition
and Results of Operations™ in the Company’s Form 10-K for a description of
the basis of presentation of the financial information presented in these charts.




Dear fellow Imatign shareholder:

| am very pleased to be able to shara our solid financial results for fiscal
year 2006 — one of the most successful in Imatian's 10-year history. Our 2006
performance reinforces our confidence in our strategy and business direction.

Last year, we celebrated our 10th anniversary as an independent company,
as we recorded our highest revenue growth in our history. This achievement
capped a decade of growth in our data storage business even as we divested
nan-core businesses in the earlier years. Our decade of growth has been
driven by overall industry grewth, new products and new formats, entry into
new markets, strategic alliances, joint ventures and acquisitions.

Let me begin by giving you an update on the four priorities we stated in last
year's Letter to Shareholders. Our {op priority every year is to meet or exceed
our financial targets. | am pleased to repart that revenue grew 26 percent, to
$1.585 hillion and fueled by the Memorex acquisition, is near the high end of
our targeted range. Operating income of $108.2 millien — a near record for
the company — and diluted earnings per share from continuing operations

of $2.14 were well above our targeted range in last year's Annual Report.

We continue to make significant progress on becoming a lean enterprise,
last year's second priority. The implementation of lean cperating principles,
focused on increasing speed and quality and reducing costs, is an gngeing
journey. In 2006, more than 1,000 emptoyees participated in training on
lean or in actual lean kaszen events. We have seen significant productivity
impravements, as illustrated by our experience in cur Camarillo, California
plant, described in the narrative an page 8.

Achieving our third priority — to drive internal growth and entrepreneurship

— enabled us to offset declines in older tape formats with growth in optical,
flash and newer tape formats. We alsg brought innpvative new products

to market. For example, our recently introduced Odyssey™ technology is a
removable 2.5-inch SATA hard drive and external docking station, which offers
an attractive backup solution for small and medium business applications.

Qur fourth priority, to expand the company through external growth, was
addressed by Imation’s first major acquisition, the purchase of the Memorex
brand and business, This acquisition, the result of a deliberate evaluation

of strategic opportunities that began in early 2005, increases not only

our revenues, but also the pace of change and evolution at Imation. We
announced the acquisition in January of 2006, closed on May 1 and completed
essentially all scheduled integration activity by the end of January 2007.

leftiter to
shereholders

febrary 22, 2007

Now, | would like to share our priorities for the coming year:

1. Meet or exceed our financial targets — For 2007, we have targeted
revenue in the range of $1.775 billion to $1.825 billien, or growth of
12 to 15 percent; aperating income in the range of $124 million to
$129 millior and diluted earnings per share from continuing operations
between $2.29 and $2.42. While these goals were current at the time
we reported year-end results, they are subject to risks and uncertainties.
See Management’s Discussion and Analysis, 2007 Outiook and Risk Factors
in the accompanying Form 10-K.

2. Strengthen emptoyee engagement by investing in employee development
programs, communicating our strategic direction and continuing to
reinforce our culture of ethical business practices.

3. Expand eur brand portfolio by investing in brand prometion, leveraging
our praduct portfalio and market position across all geographic regions
and strengthening our OEM relationships.

-3

. Build en our organizationzl expertise in brand partfolio management,
end user knowledge and lean enterprise principles.

on

. Position the company for sustainable profitahle growth by optimizing
existing businesses, leveraging our technology capabilities across the
partfolip and exploiting new growth markets such as flash, advanced
optical and HDD, while continuing our strategic development activities.

Finally, | want to acknawledge the contributiens of Bruce Hendersan, who
took a leave of absence from his role as imatien's CEQ due to health reasons.
Under Bruce's leadership, Imation identified and closed an the Memorex
acquisition, and his passionate commitment to lean principles has given
Imation a valuable tool to improve speed, cost ang quality. Both contributions
will have lasting, positive impacts on Imation.

We look forward to updating all our shareholders throughout the year as

we progress against each of these priorities. | invite you to read through

the following pages, which describe our solid platform for growth, our broad
portfolio of brands and more detail on some of our successes described abave.
Our global organization remains focused and passionate about the business,
and this management team remains committed to building shareholder value.

Sincerely,

J’MW

Frank P. Russomanno
Acting Chief Executive Officer, President and Chief Operating Officer

{1] Imation Annual Report




USB flash drives and flash cards
A LARGE GROWTH OPPORTUNITY

Source: Market Research and Company Estimates
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The world’s demand for data storage capacity continues to While much of the sheer volume of data generation is business
accelerate, driven by both personal needs and the enormous related, our digital consumer lifestyles are creating a daily personal
infermation output of businesses and governments, influx of new digital data — and the need to store it. Consider that a

single high-resolution digital photo requires megabytes of storage,
and it is easy to see how quickly consumer storage needs can grow.

A modern “digital hame” can contain nearly a terabyte of personal
storage in the family's collections of music and movies, digital photos
and home office backups, typically stored on CDs and DVDs. (This
amount of data, if printed, would require the paper made from 50,000
trees.) New and emerging formats such as USB flash drives, flash
cards, removable hard disks, and next-generation high-capacity HD
DVD and Blu-ray discs continue to meet the diverse needs of users for
fast, reliable, convenient and efficient storage media as the rate of
data creation, accumulation and storage shows no signs of slowing.

Why the need for so much data storage capacity? According to
industry experts,* the world now creates more than five exabytes

(or 10'® bytes) of new data each year. Ninety-two percent of that
data is digital. while only eight percent is film or paper based.
E-mail, almost ubiguitous in today's households and businesses,
now accounts for about 400,000 terabytes of new digital data per
year {this is equivalent to two times the amount of all material ever
printed!). Across the data storage industry, an estimated 80 percent
of all digital data resides on removable media, predominantly tape
and optical disc.

*University of California, Berkeley and Horison Information Shategres

{2} Imation Annual Report




A DECADE OF GROWTH

While we were divesting non-core businesses during our first decade,
we continued to see growth in our data storage revenues, driven by the
growth of the industry, our introduction of new formats, our entry inte
new markets and our execution of strategic alliances, joint ventures
and acquisitions, In 2006, with the acquisition of Memorex, our first
decade was capped with a 26 percent year-on-year revenue growth

as we ended the year at $1.585 billion. During the past two years, we
have doubled the amount of storage we shipped into the marketplace
— from more than two million terabytes in 2004 to more than four
million terabytes in 2006.

Imation and Memorex brands
COMBINED LEADING GLOBAL MARKET SHARE FOR 2006
Source: Market Research and Company Estimates
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TECHNOLOGY HERITAGE

Imation's proud heritage reaches back more than 50 years — when 3M
scientists led the way by developing the world's first computer tape in
1952. Innovation continued in the following decades, again with 3M
development at the forefront, with the introduction of the first video
tape, the first metal particulate tape and the first data cartridge.

COur heritage also includes early pioneering work in optical recording,
which led to today's CDs and DVDs.

Our five-decade legacy is built on technical, manufacturing and
operational excellence. Today, Imation innovation begins at our
Discovery Technelogy Center in Oakdale, Minnesota. Qur nearly 400
U.S. patents for data storage span the “four pillars” of magnetic,
optical, flash and removable hard disk. In this mixed-use environment
of labs, offices, testing facilities and pitot manufacturing lines, Imation’s
scientists develop new products, support existing products and explore
potential new technologies for data storage.

{3} Imation Annual Report




|

j/ ////

T .
1

|

|

..4./4.////////’ NN s

[4} Imation Annual Report




Imation’s strong portfolio
of brands

IMATION BRAND STRENGTH - A LEGACY OF INNOVATION
After just 10 years in the market, Imation has established itself as a trusted brand

worldwide, making inroads into consumer markets as we build from our IT and data

center heritage. While our name may be relatively new, Imation’s market leadership

and brand strength are backed by technology excellence and product innovation in
o Q delivering removable data storage solutions for businesses across the entire enter-

= p . e

L7 mat'lmn prise, from laptop and desktop to data center. Proof positive is the fact that 95 of

the top Fortune 100 companies use Imation media to protect their business data.

e

- IMATION'S BROAD PORTFOLID OF BUSINESS PRODUGTS

L . .

; s Our magnetic tape storage products span entry-level, mid-range and data center
/,.//_’ environments, where Imation remains the global share leader in magnetic tape
ﬁ cartridges. Qur highly sophisticated technologies in advanced metal particulate
| e

tape coating, servo-writing, cartridge design and advanced tape-coating systems
are the foundation for our leadership position.

We also offer a complete line of recordable optical CDs and DVDs for business
and consumer use. As the new, higher capacity “blue laser” gptical media emerges,

50-Year Legacy of Tape

@5 @{f fﬂ}i@ Imation is at the forefront of this technology evolution. Unlike standard DVD media
that use red laser technology, high-definition DVD media use state-of-the-art,
Bofiline ﬂ blue violet laser technology. Imation is the only company in the Americas capable
m] (ISE] of manufacturing these new high-definition optical recording formats of Blu-ray
: and HD DVD discs.
Imetien medie
To harness the opportunities for USB flash drives, Imation is leveraging differentiated

J TN

designs that meet the needs of business users and “road warriors.” Security features
such as passwaord protection and 256-bit encryption, coupled with ruggedized product
designs, are hallmarks of Imation's flash drive line that is “built for business.”

Imation's newest business offerings include removable hard disk products such
as the Imation Odyssey™ Infinite Storage solution. Consisting of Imation-designed
remavable hard disk cartridges and either external or internal docking stations, the

Odyssey system offers an ideal backup solution for office desktops in small and

Y Imation Utrium, 9840 and 9540 medium businesses.
Tape Cartridges

And we have added other brands to the business product portfolio. Building on
Imation’s worldwide distribution capability and knowledge, we have joined with
several premier companies as their distribution partner for removable data storage
media brands, including 1BM, Sun StorageTek and Exabyte.

[5} Imation Annual Report




the Memorex brand

MEMOREX BRAND STRENGTH — “IS IT LIVE OR IS IT MEMOREX?™®

In 2006, with Imation already firmly established as a leading business-to-business
brand and a very solid global consumer brand, we added the leading U.S. consumer
brand for recordable optical media to our portfolio: Memorex. The result is a winning
combination of two differentiated brands that span broad market segments and
geographies.

Memorex was founded in 1961 in the heart of California’s Silicon Valley to provide
magnetic tape for the then-new computer industry. In 1971, Memorex entered another
developing market by launching a consumer line of recordable audio cassettes
with one of the most memarable and successful campaigns in television history,
Ella Fitzgerald's recorded voice shattered a wine glass ... and viewers wondered,
“Is it live or is it Memaorex?”

This solidified Memorex as a major U.S. consumer brand. Market research clearty
indicates that Memorex, having successfully transferred its brand equity across
product lines and generations of consumers, is still regarded as the standard
for high-quality recording products.

A LEADING CONSUMER BRAND WITH BROAD RETAIL PLACEMENT

Memorex products give today's digital lifestyle consumers the ability to “capture,
save, and share” all aspects of their life, from music to memaries. This focus
has brought Memorex to its eadership position in today's marketplace.

Marketed in more than 25 countries, the Memorex brand has led the U.S. retail
market in CDs since 2000 and in DVDs since 2002, based on unit and dollar sales
volume, according to The NPD Group's retail tracking service. Memorex is on the
shelves of 21 of the top 25 electronics retailers in the U.S. — nearly 24,000 tocations
nationwide ~ topping all competitars in the optical storage media category.

The Memorex brand extends across several key consumer product categories: optical
media, flash media, portable hard drives and optical drives, and media accessories
such as fabels, cases and cleaners. In late 2006, Memorex-branded flash cards were
launched in Europe and North America.

Qur investment in Memorex did not stop with the acquisition. tmation also is
sponsoring the #41 Memorex Dodge in the NASCAR Busch Series. The sponsorship is
an excellent opportunity to promote Memorex to fans of NASCAR, the fastest-growing
sport in America. It's a great fit: Memorex helps people “capture, save, and share”
life’s fun moments and memaries — like a day at the race track.

{6] Imation Annual Report
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an experienced worldwide organization
focused on execution and results

With the acquisition of Memorex, 53 percent of our sales in 2006 were
in the Americas. From established markets like those in the U.S. and
Western Europe, to emerging opportunities in Eastern Europe, Latin
America and Asia-Pacific, Imation has a solid platform for growth. Qur
“global footprint,” including experienced sales, marketing, distribution
and technical support enables us to rapidly introduce new products
either regignally or globally.

OPERATIONAL EXCELLENGE - GOING LEAN

In 2006, Imation accelerated a company-wide initiative to deploy
lean enterprise principles acress manufacturing and key business
functions. Lean principles are based on maximizing speed, quality
and responsiveness, while reducing waste and achieving competitive
cast. This effort continues as we make “lean” a way of life at
Imation, from our back offices to our manufacturing plants.

Employee involvement in lean has grown as nearly 1,000 employees
participated in more than 190 fean activities. This company-wide
involvement has allowed employees to see the direct benefits of

their efforts. Through lean activities, tens of thousands of employee

hours were freed up from unnecessary, non-value-adding tasks and
made available for value-added work. The resulting cost savings have
been significant as well.

CAMARILLD PLANT RECORDS LEAN RESULTS

Qur Camarilto, California manufacturing facility took a tremendous
step forward in lean initiatives during 2006. In a manufacturing plant,
even seemingly insignificant processes can add up to unnecessary
waste — and cost. These wastes can include over-production, waiting
time between steps in a production process, unnecessary movement
of materials around the plant, poorly designed production processes,
production of extra inventory, unnecessary motion at a process step,
and defects that result in scrapped material and lost or wasted time.
Teams of Camarillo employees held kaizen events to concentrate

on these seven areas. As they saw the results, participants became
enthusiastic advocates for ean principles. The site inventary turns
improved, lead time on orders decreased to three days and on-time
shipments improved to 99 percent — while time lost due to injury
decreased dramatically.

{8} Imation Annuzl Report




Imation’s Eurepean headguarters,
Schiphof-Rijk, Netherfands.

reaching
cUStomErs in
appradimeately
100

Lean champions participate
in an Imation kaizen event.

americas

53%

DISCIPLINED STRATEGIC PROCESS

In Imatien's early years as an independent company, we divested
non-care businesses as part of our strategy to focus on growing the
company in data storage. Through these several divestitures, we
developed and sharpened our project management skills, necessary
for the significant organizational changes that naturally followed.
Today, as we ook to accelerate our growth, we are confident that
these skills — honed in divestiture — are serving us well as we
undertake strategic growth initiatives.

We relied on our project management skills as we planned the
integration of our first major acquisition — Memorex. One of the
major risks with any acquisition comes after the deal closes:
successfully integrating the businesses to achieve projected
synergies and keep the business performing. Cross-functional
“integration teams" identified 285 key milestones with more than
2,000 specific activities from supply chain, sourcing, back office,
sales and marketing, In only eight months, we completed essentially
all scheduled tasks.

T i

Imation’s large global footprint
2006 REVENUES

europe

35%

asia-
pacific

An impartant part of our integration effort included the consolidation
of four separate distribution centers across the 0.5, into one “mega”
logistics center in Southaven, Mississippi. The center was up and
running by year end and is now serving our entire North American
customer base.

BUILDING ON OUR STRONG COMPETITIVE POSITION

2006 was a remarkable year, a year in which we capped a decade
of growth and innovation with the acquisition of Memorex. Our key
to future growth is to leverage our technology expertise, expand our
portfalio of brands, continue to create new product innovations and
build on our global market position. From the Americas to Europe
to Asia-Pacific, the appetite for aur products continues to grow. Qur
unyielding focus remains on harnessing our strengths to take full
advantage of that growth opportunity.

{9} Imation Annual Report




senior management team

Fram lett: Subogh K. Kulkarni, Vice President, Research, Development and Manufacturing: Bradley 0. Allen, Vice President, Corporate Communications and Investor Refations;
James C. Ellis, Vice Fresident, Strategic Growth Programs; Frank P. Russomanno, Acting Chief Executive Officer, President and Chief Operating Officer.
Paul R. Zeller, Vice Fresident and Chief Financial Officer: Jacqueline A. Chase, Vice President, Human Resources; John L. Sullivan. Senior Vice President,
General Counsel and Corporate Secretary: Peter A. Koehn, Vice Prasident and Carporate Controller.

regional leaders

JAMES D. MILLIGAN

THOMAS ). LALLY
General Manager,

BRIAN ). PLUMMER

RONALD D. ZINKE
General Manager, Vice President, Vice President,
Asia-Pacific Region Commercial/OEM Division, Europe, Middie East, Africa. Cansumer Division,
Americas Region (EMEA) Region Americas Region

{10} Imation Annual Repord




selected consolidated financial data*

{dollars in millions, except per share data)

For the Years Ended December 31, 2006 2005 2004 2003 2002 2001 2000 1959 1998
Statement of Cperations Data

Net revenue $ 15847 312581 §$11737 $ L1106 $10136 $00683 $11713 $13372 $1.2364
Gross profit 3441 302.1 2818 3205 3130 3235 339.0 408.3 3876
Selling, general and administrative 174.0 146.3 1615 1639 1736 226.5 32z 280.0 347.0
Research and development 50.0 51.3 56.5 56.4 50.5 61.8 &4.1 725 112
Litigation - - - (1.0} (6.4) - - - -
Restructuring and other 14 1.2 252 0.h (4.0} 480 218 - (16.6)
Gatn on sale of businesses - - - (1L.1) - (1.9} - - -
Loan impairment - - - 46 - - - - -
Operating income 108.2 1033 146 108.5 99.3 {10.9 (59.6) 55.8 (18.9)

Income (loss) frem continuing operations before

cumulative effect of accounting change and

discontinued operations 15.2 818 36.5 749 66.1 (4.6) 8.7 376 (18.2)
Net income (loss) 76.4 87.9 299 82.0 75.1 (L% (4.4) 439 57.1
Earnings (loss) per common share from

continuing cperations:

Basic n 241 1.04 211 1.89 (0.13) (0.25) 1.01 {0.46)

Diluted 2.14 2.36 1.03 2.06 1.86 0.13) {0.25 1.00 (0.46)
Net earnings (less) per commaon share:

Basic 2.1 2.59 0.85 231 2.15 {0.85) (0.13) 1.18 1.45

Dituted 217 2.54 (.84 2.26 211 (0.05) (0.13) 117 1.45
Number of shares outstanding 348 34.3 338 355 354 35.0 346 364 39.9
Balance Sheet Data
Working capital $ 4853 § 6431 $ 5108 § 5412 0§ 5322 0§ 4097 0§ 3951 3 4142 0§ 5067
Cash and other cash investments ) 525 507.6 4396 4248 4747 389.8 269.7 194.6 64.2
Inventories, net 253.0 1349 131.3 159.4 139.0 130.3 141.2 191.3 263.7
Praperty, plant and equipment, net 178.0 195.0 2144 226.5 181.5 171.2 200.7 2128 2318
Total assels 1,362.9 1,146.2 1,110.6 1,172.8 1,119.9 1,053.7 987.6 1,127.6 13133
Long-term debt - - - - - - - L] 327
Totat liabilities 436.6 290.9 3238 3525 3814 398.0 3254 4023 552.2
Total shareholders' equity 946.3 855.3 786.8 820.3 7385 6557 662.5 7253 761.1
Other [ntormation
Current ratio 22 36 29 28 2.7 22 2.4 2.2 2.2
Days sales outstanding @ 56 46 45 46 43 18 48 59 77
Days of inventory supply @ 12 56 53 71 70 67 63 76 97
Return on average assets ® 5.9% 1.2% 312% 6.5% 6.1% {0.5)% (0.8)% 31% (L.2)%
Return on average equity® 8.3% 10.0% 45% 9.6% 9.5% (0.2)% (L.3)% 51% (2.5)%
Dividends per common share $ 054 § 046 $ 038 $ 02 § - 8 - % - 8 - % -
Capital expenditures @ $ 160§ 216 $ 358 § 151 0§ 426 $ 470 % 505 § 641 § 1324
Number of emplayses 2,070 2,100 2,550 2.800 2,800 3,400 4,300 4,850 6.400
Book value per share $209 0§ 2494 0§ 2328 5 2301 0§ 208 ¢ 1873 0§ 1915 $ 1993 $ 19.08
Debt te equity ratio -% -% -% -% -% -% -% 0.2% 4.3%
Tax rate 12.1% 23.3% 16.9% 32.5% 34.7% 60.0% 77.6% 39.0% 41.1%
Operating income as percentage of net revenue 6.5% 8.2% 38% 98% 9.8% {1.0%) (5.1%) 4.2% (1.6%)

* See ltem 7 “Management's Discussion and Analysis of Financial Condition and Results of Operations™ in the Company's Form 10-K for a description of the basis of presentation of
the financial information presented in this table. Net inceme includes results of discontinued operations. Years prior to 2001 include the results of the Specialty Papers business,
which was sold on fune 30, 2085,

" We invested certain funds in active cash management and ctassified those investments in other current assets or other assets depending an remaining maturity, These amounts
represented $24.6 million, $42.5 million and $13.4 million as of December 31, 2005, 2004 and 2003, respectively, in addition to cash and equivalents. These investments have
since matured, which resulted in no active cash management investment balance for the year ended December 31, 2006.

@ 1998 exctudes the impact of the Medical Imaging business, which was soid on November 30, 1998. 1999 excludes the impact of the Photo Color business, which was sold on
August 2, 1999. 2001 excludes the impact of the Color Proofing and Cotor Software business, which was sold on December 31, 2001. 2002 excludes the impact of the North
American Digital Solutions and Services business, which was sold on August 30, 2002. 2005 excludes the impact of the Specialty Paper business, which was sold on June 30, 2005,

@ Retum percentages are calculated using income (loss) from continuing operations.

w Capital expenditures in 1998 inctude $67.5 million for the purchase of the Company's research and development facility previously under a synthetic lease.

{11} Imation Annual Report
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product portfolio at a glance

Recordable optical CDs and DVDs store digital music, photos, videa and data in a portable,

media accessaries
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Media accessories, including CD and DVD Iabeling tools, storage cases
and cleaning products, kelp users protect and store valuable digital files.

1121 Imatien Annual Repart

magnetic tape

Magnetic tape, the mainstay for disaster
recovery, archival and backup applicatians,
offers highly scalable and reliable storage
at the lowest cost per gigabyte for data
centers and IT managers.

flash

USB flash drives and fiash cards provide
fast, convenient and easy-to-use storage
in a small package for an increasing
number of users in both professional
and personal applications.

convenient and economical standard format familiar to consumers and businesses alike.

hard disk

External and remaovable hard disks combine the performance,
ecanomy and reliahitity of disks with portability, convenience
and security for small business users and individuals.
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PART I

ltem 1. Business.
General

Imation Carp. (Imation, the Company, we, us or our) is a Delaware corporation whase primary business is the
development, manufacturing, sourcing, marketing and distribution of removable data storage media products and
accessories under severa! different brand names in approximately 100 countries around the world. Recordable and
rewritable magnetic and optical media, which currently constitute the majority of our revenue, are categorized under the
Standard Industrial Classification (SIC) code as “3695: Magnetic and Optical Recording Media”™ or the North American
Industry Classification System {NAICS) code as “334613; Magnetic and Optical Recording Media Manufacturing.” Our
storage media products are used in conjunction with hardware devices such as tape libraries, disk drives, certain consumer
electronic devices and desktop and laptop computers that are sold by other companies. In addition, we source, market and
distribute select flash and removable hardware and accessories for data storage media.

We have a long history in the data storage industry dating from 1947, when this business was started by 3M
Company, resulting in the first commercialized data storage tape introduced in 1952. Imation was created in July 1996 as
a spin-off of the businesses which comprised substantially all of the data storage and imaging systems groups of 3M
Company. Since the spin-off, we divested all of the non-data storage businesses. Two major divestitures occurred within
the last five years. The Digita! Solutions and Services (DSS) business thal provided field service on hardware devices,
manufactured microfilm aperture cards, document imaging consumables and hardware systems was sold in 2002. The
Specialty Papers business that manufactured and sold a wide variety of carbonless paper products was sold in 2005, For
additional information regarding our divestitures, see Note 5 to the Consolidated Financial Statements.

From time to time, in order to expand our relevance in the data storage market, we engage in a variety of business
arrangements with other companies, including acquisitions as well as licensing, distribution, joint venture and joint
development agreements. We entered into a series of agreements in 2003 with Moser Baer India Ltd. (MBI) that
established MBI as a significant, non-exclusive source for our optical media products and created a joint venture sales and
distribution company, Global Data Media (GDM). We hold a 51 percent interest in GDM. As the controlling shareholder of
the subsidiary, we consolidate the results of GDM in our financial statements. On April 28, 2006, we acquired substantially
all of the assets of Memorex International Inc. (Memorex), including the Memorex brand name and the capital stock of its
operating subsidiaries engaged in the business of the design, development, marketing, distribution and sale of hardware,
media and accessories used for the storage of electronic data under the Memorex brand name. For additional information
regarding the Memorex acquisition, see Note 4 to the Consolidated Financial Statements.

Key elements of our strategy include the following:

+ Offer an Extensive Portfolio of Data Storage Products. We offer a broad portfolio of removable dala storage
media products across different customer applications and across different technology platforms or “pillars;”
magnetic, recordable optical, removable Universal Senial Bus (USB) flash drives and flash cards and removable
hard drives. We have also selectively expanded into areas closely adjacent to removable media such as
accessorigs and hardware products.

+ Offer a Broad Portfolic of Brands. We distribute a diverse portfolio of brands across multiple products with
different regional and vertical market strengths and characteristics. For example, the addition of the Memorex brand
to the Imalion brand portfolio provides a well-recognized consumer brand with particular strength in the United
States. In addition, we have entered into distribution agreements giving us exclusive distribution rights for certain
brands of recordable media in various regions or product categories. Examples of distribution agreements include
those with I1BM Corporaticn (IBM}, Sun Microsystems, Inc./StorageTek (Sun/STK}), Prostar International Electric
Co., L1d. and Tandberg Data ASA (Tandberg).

* Implement Lean Enterprise Principles. 1n 2005, we launched an ongoing effort to implement Lean Enterprise
principles across all manufacturing and key business processes such as finance and supply chain. These principles
focus on implementing operations characterized by speed, quality and competitive cost. As part of that operating
philosophy, we seek to support growth initiatives without adding to our existing infrastructure. We characterize this




approach as implementing a “leverageable business mode!” whereby we leverage our existing structure in support
of growth.

Leverage and Breoaden Existing Market Presence. We seek to build on our historically successful relationships
with leading original equipment manufacturers (OEMSs), data center end-user customers and global commercial
distribution and retail channels. We seek to increase market penetration in retail channels with multiple brands. In
addition, with over half of our revenue coming from outside the United Stales, we seek to leverage our global
marketing and distribution capability in bringing products to market across multiple geographies.

Leverage Existing Technology and Expand Key Technology Capabilities. We seek to maintain and extend
technology capabilities in key areas, including precision thin film tape coating, cartridge design and manufacturing,
servo-writing and material science related to optical and magnetic media coatings and advanced oplical storage
technologies.

Expand and Grow. Building off what we believe are solid business platforms, we seek to grow in the data
storage media market and expand into adjacent areas through continued new product development, strategic
alliances, joint ventures and acquisitions, while leveraging our core technology competencies, brand portfolio,
distribution capabilities and product breadth.

Industry Background

We compete within the global information technology industry. Our worldwide data storage products are designed to
help customers capture, creale, protect, preserve and retrieve valuable digital assets. Qur primary products include
magnetic tape carfridges, recordable and rewritable optical discs, USB flash drives, floppy diskettes, removable hard drives
and a variety of consumer electronics accessories. According to various industry analysts and our estimates, the total
global data storage market, including hardware and services, is currently estimated to be approximately $100 billion, of
which the removable data storage media market is approximately $17 billion and includes magnetic, optical, flash drives
and flash cards, but excludes accessories.

The growth in demand for remavable data storage capacity is estimated to exceed 20 percent annually for the next
several years. This demand is driven by multiple factors as an increasing quantity and diversity of information is created
and managed digitally for both business and consumer applications. These factors include the rapid growth of information
in digital form, the growth of complex databases as a result of new hardware and software applications, increased ability
to access data remotely and across multiple locations, increased regulatory requirements for record retention and the
pervasive use of the Internet. These factors have put data security, archiving and refiable back-up procedures at the
forefront of critical business processes. Further, the continued growth in the variety and functionality of consumer
electronics devices has increased demand for a range of convenient, low-cost removable storage media to capture, store
and share music, video and photographs.

Business Segments

We operate in one indusiry segment selling removable data storage media and accessories for use in the personal
storage, network and enterprise data center markets. During the second quarter of 2006, we reorganized our operational
structure following the Memorex acquisition. Consequently, we changed our reportable segments to reflect how we manage
our business. Our business is organized, managed and internally reported as segments differentiated by the regicnal
markets we serve: Americas, Europe and Asia Pacific. Each of these segments has responsibility for selling virtually all
Imation product lines. Financial information regarding the segments is provided in Note 15 to the Consolidated Financial
Statements.

The Americas segment, our largest segment by revenue, includes North America, South America and the Caribbean.
The United States represents the largest current market for our products and is characterized by relatively high penetration
of computer and consumer electronics in both commercial and consumer markets, It also has a great variety and
sophistication of distribution channels from value-added resellers, OEMs, retail cutlets, mass merchants and on-line
resellers. The countries of South America and the Caribbean, served out of our Miami, Florida office on an export basis,
represent potential growth markets with increasing penetration of information technolegy (IT) and consumer efectronics in
the commercial and consumer markets.




Europe is our second largest segment by revenue and includes most of the Middle East and Africa. Europe also
includes most of the revenue generated by GDM. Western Europe exhibits traits similar to North America in terms of
overall breadth of products, high penetration of end user markets and breadth and sophistication of distribution channels.
Emerging markets in Eastern Europe represent potential growth markets for our products as IT and consumer electronics
end user markets grow.

Asia Pacific (APAC} is the largest segment in terms of geographic area covered and populations served. It also has
the widest diversity of languages, cultures and currencies of any of our segments, though it is the smallest segment in
terms of revenue. Japan is the single largest market in APAC and is similar to North America and Westem Europe in
terms of overall penetration of IT and consumer electronics into the market, though distribution channels are less diverse
than in those other regions. The largest growth potential exists in emerging markets, particularly in China and India.

The chart below breaks out our 2006 revenue by segment:

2006 Revenue by Segment

Asia Pacific
14%

Americas
53%

Europe
33%

See Note 15 to the Consolidated Financial Statements for additional information regarding our business segment and
geographic data.
Description of Business
Products and Application Areas

A summary of revenue by major product category is as follows:
Years Ended December 31,

2006 2005 2004
% of % of % of
Revenue Total Revenue Total Revenue Total
{Dollars In milllons)
Optical . ........... ... ... ........ $ 6803 429% § 4507 358% & 3898 33.2%
Magnetic .. ............. ... .. ... 660.8 41.7% 7005 55.7% 7259 61.9%
Flash..............c i, 146.6 9.3% 57.8 4.6% 9.7 0.8%
Other . . ... ... . . . ... ... 97.0 6.1% 491 39% 483 4.1%
Total. . ... $1.584.7 $1,258.1 $1,173.7

Qur data storage media products are used across major application areas, including enterprise data centers, the
network server environment and personal storage applications for both consumer electronics devices and desktop and
laptop computers. Capacity of our preducts ranges from 1.44 megabytes {(MB) to hundreds of gigabytes (GB) per piece of
media,

There are many diverse ways to slore digital information, depending on the application and the amount of information
to be retained. The removable data storage media products that we offer for commercial applications allow the customer




to easily expand capacity and provide data transportability, data management and data security at a significantly lower
relative cost than hard disk storage. Fixed disk storage generally provides faster transfer rates and immediate access lo
data, which are advantages in some applications but at a higher cost than removable media. As a result, typical
commercial installations include a mixture of removable and fixed storage in complementary configurations. Decisions
about the kind of data storage platforms to use depend on a mullitude of considerations including total storage capacity
needs, data transfer rates required, reliability, scalability, portability, permanency, physical media size, compatibility with
other components and systems and total cost of cwnership.

In addition to organization-wide or department-leve! storage solutions, there are many removable storage formats that
meet the diverse individual personal storage needs for both consumer and business applications. Personal storage
solutions generally encompass recordable CDs, DVDs, USB flash drives, flash cards, removable or portable hard drives
and magnetic floppy diskettes. Criteria for personal storage applications include many of the faclors cited for commercial
applications.

The application areas described herein tend to overlap with no definitive boundaries. Our products are frequently
used in more than one environment, depending on the specific customer need for functionality or capacity. In addition, the
definition of these application areas changes as storage capacities, user needs and product functionalities increase.

Qur products are used in both mainframe and cpen systems enwironments for back-up, business and operational
continuity planning, disaster recovery, near-line data storage and retrieval, cost-effective mass storage and archival storage.
We are a leading manufacturer of tape cartridges that are used in high-end data center-dlass applications characterized by
the highest levels of automation, the largest data capacity requirements and the most demanding levels of data integrity in
a wide variety of industries around the world, including financial services, geophysical exploration, transportation,
government and telecommunications. Enterprise level tape cartridge storage capacities range from a few GB up to several
hundred GB of data per cartridge and are deployed in automated tape libraries ranging from a few dozen to thousands of
cartridges per fibrary.

Market research estimates have generally sized the installed base of tape drives to range between 16 million and
25 million units globally. This substantial installed base of tape drives presents a recurring revenue opportunity for many of
our tape products.

We manufacture, source and distribute removable data storage cartridges for a variety of tape drives that are used in
the network server environment, providing back-up, archive and near-line storage in open systems environments. We also
manufacture, source and distribute removable data storage cartridges for small to medium-sized businesses. Our cartridges
work with lape drive systems that support the major operating environments including Unix, Linux and Microsoft
Windows® NT.

Individuat storage needs, whether for business or consumer applications, are addressed by our broad range of media
across magnetic, optical, solid state USB flash drives and hard disk platforms. Storage capacilies on more eslablished
products range from 1.44MB magnetic floppy diskettes to 650MB CD-R (recordable} and CD-RW (rewntable) optical discs
1o 9.4GB double sided DVD optical discs. Newer products include USB flash drives with capacities ranging from 32MB up
1o 4GB, and micro hard drives currently ranging in capacity from 1 to 8GB. The capacities for solid state USB flash drive
and hard disk continue to increase as new producls are introduced. Our blue laser based optical media currently offers 15
to 25GB of capacity. The variety of formats and storage capacities described above are targeted at several different
applications and are sold through a variely of different channels and under different brand names. While the personal
storage products described above represent, in the aggregate, the highest revenue growth overall for Imation, growth rates
vary substantially from product to product and in the case of some older products {e.g. diskettes, certain entry level and
data center tape products), revenue has been declining,

Customers, Marketing and Distribution

As described above, our products are used by business customers and by individual consumers. No one customer
constituted 10 percent or more of our revenue in 2006, 2005 or 2004,

Qur products are sold through a combination of distributors, value-added resellers, OEMs and retail outlets inciuding
a growing on-line presence through a variety of channels. Worldwide, approximately 45 percent of our 2006 revenue came
from distributors, 37 percent came from the relail channel and 18 percent came from CEMs. We also maintain a company




sales force of approximalely 260 representatives to generate sales of our products around the world. We have 30 sales
offices worldwide, with four in the United Sates and 26 internationally.

We work with OEMs that develop or market tape drives, tape libraries, tape automation systems and servers with
storage subsystems for differing customer applications. OEMSs include Sun/STK, IBM, Hewlett-Packard Company and
Tandberg. We are the sole source of supply for certain tape cartridges for use with Sun/STK, IBM and Tandberg drives
used in the high-end data center. The development of future tape formats with key OEMSs is an important element in our
ability to successfully compete in the tape market and the loss of such a relationship could have a material adverse effect
on our business.

Competition

The global market for our products is highly competitive and characterized by continuing changes in technology,
frequent new product introductions and performance improvements, diverse distribution channels, aggressive marketing and
pricing practices and ongoing variable price erosion. Competition is based on a multitude of factors, including brand
strength, distribution presence and capability, channel knowledge and expertise, geographic availability, breadth of product
line, product cost, media capacity, access speed and performance, durability, reliability, scalability and compatibility.

Our primary competitors in the removable data storage market include Fuji Photo Fitm Co., Ltd.; Hitachi Maxell, Ltd.:
Lexar Media, Inc.; PNY Technologies, Inc.; SanDisk Corporation; Sony Corp.; TDK Corp. and Verbatim Corporation. In
addition, we have various agreements with several of these and other companies such that it is possible to be, at various
times, a compefitor of, a supplier to and a customer of those companies. While these companies compete in the
removable media market, most of them do not generally report financial results for these business lines on a stand-alone
basis. Therefore, it is difficult for us to estimate our relative market share. However, we use a variety of industry sources
to estimate market size and share and we estimate that in 2005, the latest period for which data is available, we held
between 10 and 15 percent of the total market share in sectors in which we competed.

Manufacturing

We manufacture magnetic data storage products at our facilities in Camarillo, California; Wahpeton, North Dakota;
and Weatherford, Oklahoma. All of these manufacturing facilities are certified to 1SO 9001:2000 quality standards. We
manufacture many of the components for the majority of our magnetic data storage products, including magnetic tape and
plastic components, but do source some material and some finished goods from outside suppliers. We have a state-of-the-
art magnetic tape coating capability at our Weatherford, Oklahoma plant location. That coating facility began operation in
the second half of 2004 and is now fully operational. In 2005, we closed our Tucson, Arizona manufacturing facility. We do
not manufacture optical media, with the exception of CD-RW and advanced blue laser optical media (Blu-ray and HD-DVD)
which we manufacture on a limited scale. We do not manufacture any remavable hard disk or USB flash drive products as
they are currently sourced from manufacturing plants outside the United States,

The manufacture of high quality magnetic tape media requires exacting manufacturing process steps with precise
physical, electrical, and chemical tolerances as well as significant technical expertise in several areas including coating
processes, servo-writing, media and component design, fine particle dispersion, plastic injection molding, automated high
volume assembly, and magnetic and optical physical and material science. To manufacture magnetic lape media, a thin
plastic film material is precisely and uniformly coated with a magnetic dispersion solution. To meet the market requirements
for future advanced tape media products with higher data transfer rates, greater data density, and faster tape speeds, we
must be capable of coating thinner substrates with smaller particle sizes and increased uniformity, surface smoothness,
and bit and track density.

We invest in research, development and capital equipment in order to remain competitive and successfully develop,
manufacture and source media that meets market requirements. We also invest in technical capability for optical, solid
state flash and hard disk products that we do not manufacture to ensure we are able to effectively develop, source and
market products which meet customer requirements.




Raw Materials and Other Purchased Products

The principal raw materials we use for the manufacture of removable data storage products include plastic resins,
polyester films, magnetic pigments, specialty chemicals and solvents. We make significant purchases of these and other
materials and components for use in our manufacturing operations from domestic and foreign sources. There are two
sources of supply for the base film, ane of which supplies the newer, more advanced base fitm, and there are two sources
for the metal particulate (MP) pigments on which the industry relies for use in the manufacture of higher capacity magnetic
data storage cartridges. If supply was disrupted for any of these key materials, our business and the business of our
competitors could be negatively impacted. We also rely on certain partners as sole suppliers for components and raw
materials used in our manufacturing processes. The loss of these certain suppliers could have a material adverse impact
on the business.

Except as noted above, we are not overly dependent on any single supplier of raw materials. We also make
significant purchases of finished and semi-finished products, including optical and USB flash drives and certain finished
tape and tape cartridges, primarily from Asian suppliers. We view the sourcing and distribution of finished goods products
as a critical success factor for those products we do not manufacture. Therefore, we seek to establish and maintain
strategic sourcing relationships with several key suppliers.

Research and Development

New product development is critical to our future success. We maintain advanced research facilities and invest
substantial resources in researching and developing potential new products for both commercial and consumer use and
improving existing products. Our research and development expense was $50.0 million, $51.3 million and $56.5 million for
2006, 2005 and 2004, respectively. Most of our recent research and development spending was focused on the following
areas: magnetic tape cartridges, optical discs, USB flash drive storage and products containing hard disk drives. Magnetic
tape cartridge research and development spending included development of high density MP tape cartridges such as the
LTO Ultrium and the Sun/STK T10000 tape carlridges. These advanced formats are expected to deliver increased storage
capacity per cartridge by using more advanced MP pigments with smaller particle size, by coating thinner layers on thinner
substrates and by improving advanced tape handling characteristics during the manufacturing processes and within the
tape cariridges. '

Optical disc research and development spending was focused on differentiated products and future disc formats
including the next-generation of optical storage media, recordable Blu-ray and HD-DVD discs. Flash storage research and
development spending was conducted in the area of flash memory cards. We are also engaged in certain research
programs that do not yet have specific commercialized products in the market, both on our own and in collaboration with
other organizations.

We rely on a combination of patent, trademark and copyright laws, trade secret protection and confidentiality and
iicense agreements to protect the intellectual proprietary rights related to our products. U.S. trademark registrations are for
a term of ten years and are renewable every ten years as long as the trademarks are used in the regular course of trade.
We register our frademarks in the U.S. and in a2 number of other countries where we do business. U.S. patents are
currently granted for a term of twenty years from the date a patent application is filed. During 2006, we were awarded 42
U.S. patents and at the end of the year held over 375 patents in the United States relating to our data storage business,




including approximately 125 related to cartridge components, 100 related to oplical, 55 related to magnetic tape coating
and manufacturing and 95 relaled to drive systems. The chart below summarizes our patent activity for the past five years:

U.S. Patent Applicatio'ns Filed and Patents Issued
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Employees

At December 31, 2006, we employed approximately 2,070 people worldwide, with approximately 1,480 employed in
the United States and approximately 590 employed internationally.

- Environmental Matters

Our operations are subject to a wide range of federal, state and local environmental laws. Environmental remediation
costs are accrued when a probable liability has been determined and the amount of such liability has been reasonably
estimated. These accruals are reviewed periodically as remediation and investigatory activities proceed and are adjusted.
accordingly. Compliance with environmental regulations has not had a malerial adverse effect on our financial results. As
of December 31, 2006, we had environmental-related accruals totaling approximately $0.6 million and we had minor
remedial activities underway at one of our facilities. We believe that our accruals are adequate, though there can be no
assurance thal the amount of expense relating to remedial actions and compliance with applicable environmental iaws will
not exceed the amounts reflected in our accruals.

International Operations

Approximately 54 percent of our total 2006 revenue came from sales outside the United States, primarily through
subsidiaries, sales offices, distributors and refationships with OEMs throughout Europe, Asia, Latin America and Canada.
The data storage industry is at different levels of development and penetration in different geographic regions. As a result,
growth rates will typically vary in different application areas and product categories in different parts of the world. We do
not manufacture outside the United States. See Note 15 to the Consolidaled Financial Statements for financial information
by geographic region.

As discussed under “Risk Factors” in Item 1A of this Form 10-K, our international operations are subject to various
risks and uncertainties that are not present in our domestic operations.

Executive Officers of the Registrant
Information regarding our executive officers as of February 22, 2007 is set forth below.

Bruce A. Henderson, age 57, is Chairman of the Board and Inactive Chief Executive Officer of Imation. He became
Chairman and Chief Executive Officer in May 2004 and became Inactive Chief Executive Officer when he took a leave of
absence to pursue medical treatment in November 2006, Prior to joining Imation in May 2004, he was Chief Executive
Officer of Edgecombe Holdings, LLC, a private investment company based in Richmond, Virginia, from November 2001 to
May 2004. From January 1999 to September 2001, he served as Chief Executive Officer of Invensys Control Systems, a
$3.5 billion operating unit of London-based Invensys plc and a leader in home and commercial automation. From Oclober




2000 to November 2001, he served as Chief Executive Officer of Invensys Software Systems, a $2 billion provider of
mission-critical software for e-enterprise and industrial-control applications. He is also currently a Director of Universal
Electronics, Inc., a publicly held company.

Frank P. Russomanno, age 59, is Acting Chief Executive Officer, President and Chief Operating Officer. He became
Acting Chief Executive Officer and President in November 2006 and has been Chief Operating Officer since November
2003. He joined Imation at spin-off in July 1996 as Corporate Sales and Marketing Director and has held various
leadership posiltions with Imation, including President of Data Storage and Information Management and General Manager
of Advanced Imaging Technologies. Prior to joining Imation, he held multiple sales and marketing positions with 3M
Company, including European Business Director.

Paul R. Zeller, age 46, is Vice President and Chief Financial Officer, a position he has held since August 2004. He
has been with Imation since spin-off and held the position of Corporate Controfler from May 1998 until taking his current
position. Prior to joining Imation, he held several accounting management positions with 3M Company.

Bradley D. Allen, age 56, is Vice President, Corporate Communications, and Investor Relations. He has led our
investor relations function since spin-off. From Qctober 1994 to May 1996, he held the senior investor relations position at
Cray Research, which was acquired by Silicon Graphics in 1996. Prior to Cray Research, he headed the investor relations
function at Digital Equipment Corporation.

Jacqueline A. Chase, age 53, is Vice President, Human Resources, a position.she has held since October 1998.
Prior o assuming her current responsibilities, she was Director of Human Resources. She has been with Imation since -
spin-off. From 1991 to 1996, she held the position of Senior Counsel in 3M Company's legal department. Prior to joining
3M, she was an associate attorney at the law firm of Oppenheimer, Wolff, and Donnelty.

James C. Ellis, age 49, is Vice President, Strategic Growth Programs, a position he has held since June 2006. He
has been with Imation since spin-off. Prior to assuming his current responsibilities, he had various leadership positions
within Imation, including Vice President of Global Product Strategy, General Manager New Business Ventures, Director of
Strategic Marketing, and Enterprise Storage Manager. Prior 1o joining tmation, he held various business and technical
positions with 3M.

Peter A. Koehn, age 46, is Vice President and Corporate Controller. He joined Imation in 2000 as Division Controller
for Data Storage and Information Management and was named Corporate Controller in 2004 and Vice President in 2005.

Dr. Subodh Kulkarni, age 42, has been with Imation since spin-off from 3M. He was appointed Vice President,
R&D and Manufacturing in October 2006 and has held various positions leading the technology organization. He was
appointed Vice President of R&D in March 2006 and before that Executive Director of R&D in 2004.

John L. Sullivan, age 52, is Senior Vice President, General Counsel and Corporate Secretary since joining Imation
in August 1998. He joined Imation from Silicon Graphics, where he most recently was Vice President, General Counsel.
Prior to joining Silicon Graphics, he held several positions with Cray Research from 1989 to 1997, including the positions
of General Counse! and Corporate Secretary from 1995 to 1997. Cray Research became part of Silicon Graphics in 1996.

Availability of SEC Reports

Our website address is www.mation.com. We make available free of charge on or through our website, our Annual
Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to these reports
filed or furnished pursuant fo Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the Exchange
Act) as soon as reasonably praclicable after we electronically file such material with or furnish it to the Securities and
Exchange Commission {the SEC). Materials posted on our website are not incorporated by reference into this Annual
Report on Form 10-K.

tem 1A. Risk Factors.

Our business faces many risks. Any of the risks discussed below, or elsewhere in this Form 10-K or our other SEC
filings, could have a material impact on our business, financial condition or results of operations. Additional risks and
uncertainties not presently known to us or that we currently believe to be immaterial may also impair our business
operation. '




Because of the rapid technology changes in our industry, we may not be able to compete if we cannot
quickly develop and introduce differentiating and innovative products. We operate in a highly competitive
environment against competitors who are both larger and smaller than we are in terms of resources and market share.
Our industry is characlerized by rapid technological change and frequent new product introductions. in these highly
competitive and changing markets, our success will depend to a significant extent on our ability to continue to develop and
introduce differentiated and innovative products and services cost-effectively and on a timely basis. The success of our
offerings is dependent on several factors including our differentiation from competitive offerings, timing of new product
introductions, effectiveness of marketing programs and maintaining low manufacturing, sourcing and supply chain costs. No
assurance can be given with regard to our ability lo anticipate and react to changes in market requirements, react to the
actions of competitors or react to the pace and direction of technology changes. .

Since price competition is a common factor in the data storage removable media markets, we risk reducing
profitability if we cannot reduce costs and manage inventory in line with price declines. We expect price
pressures across our portfolio of products, but it cannot be easily predicted since it can vary in intensity by specific product
and region and can fluctuate from quarter to quarter. Our financial results in any quarter can be impacted by the intensity
of price pressure and the amount of impacted revenue relative to our overall revenue mix. We cannot provide assurance
that we will successfully anticipate and react to price declines or successfully implement cost reduction strategies in
manufacturing or sourcing.

If we cannot obtain finished products or raw materials at projected costs, we may not be able to maintain
expected levels of profitability. We make significant purchases of finished products, raw materials and. energy from
many domestic andforeign sources. No assurances can be given that acceptable cost levels will continue in the future. In
addition, some critical raw materials have a limited number of suppliers. If we cannot obtain those raw materials from the
suppliers, we will not be able to produce certain of our products.

If we do not achieve the expected benefit from Memorex and other future acquisitions, our financial results
may be negatively impacted. In April 2006, we closed on the acquisition of substantially all of the assets of Memorex.
Any acquisition involves numerous risks, including, among others, difficulties in assimilating operations and products,
diversion of management's attention from other business concems, potential loss of our key employees and those of
acquired businesses, potential exposure to unknown liabilities and possible loss of our clients and customers and those of
acquired businesses. One or more of these factors could negatively impact our future results of operations.

As to future acquisitions, we cannol predict whether suitable acquisition candidates wili be identified and acquired on
acceptable terms or whether any acquired products, technologies or businesses will contribute to our revenues or earnings
to any material extent. Acquisitions typically result in the incurrence of contingent liabilities or debt, or additional
amortization expense related to acquired intangible assets, and one or mare of these factors could adversely affect our
business, results of operations and financial condition.

We must make strategtc decisions from time to time as fo the products and technologieés in whrch we invest
and if we choose the wrong product or technology, our financial resuits could be adversely impacted. Our
operating results are dependent upon our ability to successfully develop, manufacture, Source and market innovative new
products and services. New product and technology innovations may require a substantial investment before any assurance
is available as to their commercial viability.

We may be dependent on third parties for new product introductions or technologies in order to introduce
our own new products. We are dependent in some cases upon various third parties, such as certain drive
manufacturers, for the introduction and acceptance of new products, the timing of which is out of our control. In addition,
there can be no assurance that we will maintain existing or create new OEM relationships. There can be no assurance
that we will continue to have access to significant proprietary technologies through intemal development and licensing
arrangements with third parties, or that we will continue to have access to new competitive technologies that may be
required to introduce new products. If we are not successfut in maintaining and developing new relationships with OEMs or
obtaining rights to use competitive technologies, we may become less competitive in certain markets.

Our financial success depends upon our ability to manufacture, source and deliver products to our
customers at acceptable quality, volume and cost levels. Our success in magnetic tape depends on our abifity to
source, manufacture and deliver products to our customers at acceptable quality, volume and cost levels. The manufacture
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of our products involves complex and precise processes requiring production in highly controlled and clean environments. If
we do not manage these processes effectively, changes could significantly hurt our ability to meet our customers’ product
volume and quality needs at acceptable costs. Even within a clean room environment, minor equipment malfunctions in
any one of the many manufacturing process steps could halt production and lead to additional costs. Furlher, existing
manufacturing technigues may not achieve our volume and cost targets. In these cases, there can be no assurance that
we will be able to develop new manufacturing processes and techniques to achieve theses targets.

If we do not achieve the expected benefits from our joint venture with MBI, our financial results may be
negatively impacted. In 2003, we entered into a series of agreements with MBI that eslablished MBI as a significant,
non-exclusive source for our optical media products and created GDM as a joint venture sales and distribution company
for optical media products. We hold a 51 percent interest in GDM and MBI holds a 49 percent interest. As the controlling
shareholder of this subsidiary, we consolidate the results of GDM in our financial statements. Our current outlook is
dependent, among other things, upon our ability to achieve the expected benefits in a timely manner from this relationship.

Our financial results may be affected by the political climate and laws in the countries in which we do
business and by fluctuations in world financial markets. Our products are sold in approximately 100 countries and
over half our revenue comes from sales outside the United States. Qur international operations may be subject to various
risks which are not present in domestic operations, including political instability, terrorist activity, the possibility of
expropriation, trade tariffs or embargoes, unfavorable tax laws, restrictions on royalties, dividend and currency remittances,
changes in foreign laws and regulations, requirements for governmental approvals for new ventures and local participation
in operations such as local equity ownership and workers’ councils. In addition, our business and financial results are
affected by fluctuations in world financial markets, including foreign currency exchange rates.

Our success depends in part on our ability to obfain and protect our intellectual property rights, including
the Memorex brand, and to defend ourselves against intellectual property infringement claims of others, including
the Philips patent cross-license. Claims may arise from time to time alleging that we infringe on the intellectual
property rights of others. If we are not successful in defending ourselves against those claims, we could incur substantial
costs in implementing remediation actions, such as redesigning our products or processes, paying for license rights or
paying to settle disputes. The related costs or the disruption to our operations could have a material adverse effect on us.
In addition, we utilize valuable non-patented technical know-how and trade secrets in our product development and
manufacturing operations. There can be no assurance that confidentiality agreements and other measures we utilize to
protect such proprietary information will be effective, that these agreements will not be breached or that our competitors
will not acquire the information as a result or through independent development. We enforce our intellectual property rights
against others who infringe those rights. See Item 3. Legal Proceedings for a description of our dispute with Philips.

If we are unabie fo attract and retain employees and key talent, we may incur a material adverse impact on
our business and financial results. We operate in a highly competitive market for employees with specialized skill,
experience and industry knowledge. No assurance can be given that we will be able to attract and retain employees and
key talent.

Significant litigation matters could result in large costs and distraction to our business. We are subject to
various pending or threatened legal actions, including the Philips dispute, in the ordinary course of our business. Litigation
is always subject to many uncertainties and outcomes that are not predictable. We cannot ascertain the ultimate aggregate
amount of any monetary liability or financial impact thal may be incurred by us in litigation.

Our stock price may be subject to significant volatility due to our own resulfs or market trends.  If revenue,
earnings or cash flows in any quarter fail to meet the investment community's expectations, there could be an immediate
negative impact on our stock price. Our stock price may also be affected by broader market trends and world events
unrelated to our performance.

ltem 1B. Unresoclved Staff Comments.

None.
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em 2. Properties.

Our worldwide headguarters is located in Oakdale, Minnesota. Our major facilities, and the functions at such facilities,
are listed below. Our facilities are in good operating condition suitable for their respective uses and are adequate for our

current needs.
Americas

Bogota, Columbia {leased). ... ....................
Buenas Aires, Argentina {leased)
Camarillo, California (ownedfieased)*
Cerritos, California (leased)
Lima, Peru (leased)
London, Ontario, Canada (owned)
Mexico City, Mexico (leased)
Miami, Florida {leased)
Oakdale, Minnesota (owned)
Santiago, Chile (fowned) . ........................
Sao Paulo, Brazil (leased)
Southaven, Mississippi (leased)
Wahpeton, North Dakota (owned/leased)*

Weatherford, Oklahoma (owned)

Europe
Bracknell, United Kingdom (leased)
Cergy, France {leased)
Dubai, United Arab Emirates (leased)
Madrid, Spain (leased)
Neuss, Germany (leased)
Schiphot-rijk, Netherlands (leased)
Segrate, Italy (leased)

Asia Pacific
Baulkham Hills, Australia {leased)
Beijing, China {leased)
Guangzhou, China {leased)
New Delhi, india (leased) ........................
North Point, Hong Kong (leased)
Seoul, Korea (leased)
Shanghai, China (leased)
Singapore (leased)
Taipei, Taiwan {leased)
Tokyo, Japan {leased)

* In December 2003, we soid one of the buildings at our Camarillo, California facility and are leasing a portion of the build-

Function

Sales/Administrative
Sales/Adminisirative
Magnelic tape manufacturing
Sales/Administrative
Sales/Administrative
Sales/Administrative
Sales/Administrative
Sales/Administrative
Wortdwide headquarters/Sales/Laboratary facility
Sales/Administrative
Sales/Administrative
Distribution Center

Diskettefmolding/CD-Rewritable discs/magnetic tape
manufacturing

Diskette and magnetic tape manufacturing

Sales/Administrative
Sales/Administrative
Sales/Administralive
Sales/Administrative
Sales/Administrative
Sales/Administrative/European regional headquarters
Sales/Administrative

Sales/Administrative
Sales/Administrative
Sales/Administrative
Sales/Administrative
Sales/Administrative/Asia-Pacific regional headquarters
Sales/Administrative
Sales/Administrative
Sales/Administrative
Sales/Administrative
Sales/Administrative

ing. In 2002, we sold one of the buildings at our Wahpeton, North Dakota facility and are leasing the building.
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ltem 3. Legal Proceedings.

We are subject to various pending or threatened legal actions in the ordinary course of our business. All such
matters are subject to many uncertainties and outcomes that are not predictable with assurance. Conseguently, as of
December 31, 2006, we are unable o ascertain the ultimale aggregate amount of any monetary liability or financial impact
that we may incur with respect to these matters. While these matters could materially affect operating results when
resolved in future periods, it is our opinion that, except with regard to the matter described betow, after final disposition,
any monetary liability to us beyond that provided in the Consolidated Balance Sheet as of December 31, 2006, would not
be material to our financial position.

Imation filed a Declaratory Judgment Action on October 27, 2008, in Federal District Court in St. Paul, Minnesota
requesting that the courl resolve an ongoing dispute with Philips Electronics N.V,, U.S. Philips Corporation and North
American Philips Corporation (collectively, Philips). Philips has asserted that (1) the patent cross-license between 3M
Company and Philips was not validly assigned to Imation in connection with the spin-off of Imation from 3M in 1996;
{2) Imation's 51% owned subsidiary GDM is not a “subsidiary” as defined in the cross-license; (3) the coverage of the
cross-license does not apply to Imation's recent acquisition of Memorex; (4) the cross-license does not apply to DVD
discs; (5) certain Philips patents that are not covered by the cross-license are infringed by Imation; and (6) as a result,
Imation owes Philips royalties for the prior and future sales of CD and DVD discs. Imation believes that these aliegations
are without merit and has filed a Declaralory Judgment Action to have a court reaffirm Imation’s rights under the cross-
license. While this matter is in the early stages, if the court rules against Imation, this matter could have a malerial
adverse impact on our financial statements.

tem 4. Submission of Matters to a Vote of Security Holders.

None.

PART Il

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

As of February 16, 2007, there were 35,062,690 shares of our common stock, $0.01 par value (common stock),
outstanding held by approximately 26,300 shareholders of record. Qur common stock is listed on the New York and
Chicago Stock Exchanges under the symbol of IMN. The Board of Directors declared a dividend of $0.12 per share of
common stock in February 2006 and dividends of $0.14 per share of commen stock in May, August and November 2008,
as well as a dividend of $0.10 per share of common stock in February 2005 and dividends of $0.12 per share of common
stock in May, August and November 2005. We paid a total of $18.8 million and $15.7 million in dividends to shareholders
in 2006 and 2005, respectively.

The following table sets forth, for the periods indicated, the high and low sales prices of common stock as reported
on principal exchanges.

2006 Sales Prices 2005 Sales Prices

High Low High Low
Firstquarter . ............................ $50.93 $41.97 $3595 $30.49
Secondquarter. . ................. .. ...... $48.24  §3741  $39.36  $31.90
Thirdquarter. .. .......................... $44.34 $37.60 $43.80 $38.64
Fourthquarter. . .......................... $47.99 $3960 $46.94 $39.36
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Item 6. Selected Financial Data.*

Statement of Operations Data:
Netrevenue ..........................
Grossprofit ........ ... ... ... ... ...
Selling, general and administrative. . . .. ... ...
Research and development ... .. .........,
Litigation .. ....... . ... ... .. ..
Restructuring and other .. ................

Gain on sale of Celor Praofing and Color
Software business. . ................ ..

Loan impairment. . ........ ... ... . .....
Operaling income . .....................
Income from continuing operations . ... . .....
Netincome ..........................

Earnings per common share from continuing
operations:

Balance Sheet Data:
Working capital . .. ........... .. .. ......
Cash and cash equivalents(1). . . ... ..... ...
Invenlories, met . . ......................
Property, plant and equipment, net ... ... .. ..
Totalassets ... ........ ... ... .. ......
Longtermdebl.............. ... ..... ..
Total liabilittes . . . ................. .. ...
Total shareholders’ equity . . ... ............

Other Information:
Currentralio. . ........................
Days sales outstanding(2) ................
Days of inventory supply(2} ...............
Relurn on average assets(3). ... ...........
Return on average equity(3). . .. ... . .......
Dividends per common share . ... ..........
Capital expenditures ... . ................
Number of employees ... ................

2006 2005 2004 2003 2002
(Doliars in millions, except per share data)

$1,584.7 $1,258.1 $1,173.7 $1,110.6 $1,0136
3441 302.1 287.8 320.6 3130
174.0 146.3 161.5 163.9 173.6
50.0 513 56.5 56.4 50.5

- — — (1.0) (6.4)

11.9 12 25.2 (0.7) (4.0)

— - - (1.1 —

— - — 46 —_
108.2 103.3 446 108.5 99.3
752 818 36.5 749 66.1
76.4 87.9 29.9 82.0 75.1
217 241 1.04 211 1.89
2.14 2.36 1.03 2.06 1.86
2.21 259 0.85 23 215
217 2.54 0.84 2.26 2.11

$ 4853 $ 6431 $ 5108 $ 5412 $ 5322
2525 483.0 397.1 4114 474.7
258.0 134.9 1313 159 4 139.0
178.0 195.0 2144 2265 181.5
1382.9 1,146.2 1,110.6 1,172.8 1,119.9
436.6 290.9 3238 352.5 3814
946.3 855.3 786.8 820.3 738.5
22 36 29 2.8 2.7

56 46 45 46 43

72 98 53 7 70
5.9% 1.2% 3.2% 6.5% 6.1%
8.3% 10.0% 4,5% 9.6% 9.5%

$ 054 $ 046 $ 038 $ 024 $ -
$ 160 3 216 $ 358 $ 75.1 $ 426
2,070 2,100 2,550 2,800 2,800

" See ltem 7 “Management's Discussion and Analysis of Financial Condition and Results of Operations” for additional
information regarding the financial information presented in this table.

(1) We invested certain funds in active cash management and classified those investments in other current assets or other
assets depending on remaining maturity. These amounts represented $24.6 million, $42.5 million and $13.4 million as
of December 31, 2005, 2004 and 2003, respectively, in addition to cash and equivalents. These investments have since
matured, which resulted in no active cash management investment balance for the year ended December 31, 2006.
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{2) These operational measures, which we regularly use, are provided to assist in the investor's further understanding of
our operations. Days sales outstanding is calculated using the count-back method, which calculates the number of
days of most recent revenue thal are reflected in the net accounts receivable balance. Days of inventory supply is cal-
culated using the current period inventory balance divided by the average of the inventoriable portion of cost of goads
sold for the previous 12 months, expressed in days.

(3) Return percentages are calculated using income from continuing operations.

ftem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with the Consolidated Financial Statements and the related
notes that appear elsewhere in this Annual Report on Form 10-K.

Cverview

Imation is a leading provider of removable data storage media products designed to help our customers caplure,
create, protect, preserve and retrieve valuable digital assets. Our business-to-business customers range from managers of
large data centers to distributed network administrators to small business owners who rely on our tape cartridges for data
processing, security, business continuity, backup and archiving applications. For personal storage needs, our customers refy
on our recordable optical discs, USB flash drives, flash cards and removable hard drives to store, edit and manage data,
photos, video, images and music on business and home computers. Our products are sold in approximately 100 countries.

The data storage market presents attractive growth opportunities as well as challenges. Demand for storage capacity
is growing rapidly. New formats deliver greater capacity in a single piece of storage media, which resulls in overall revenue
growth being lower than the overall growth in demand for storage capacity. The market is highly competitive, characterized
by continuing changes in technology, ongoing variable price erosion, diverse distribution channels and a large variety of
brands and formats for tape, optical, flash and removable hard disk products which may be subject to consolidation,

We deliver a broad portfolio of products across multiple brands through diverse distribution channels and geographies.
Success in the market is dependent on several factors, including being early to market with new formats and having
efficient manufacturing, sourcing and supply chain operations, working closely with leading OEMs to develop new formats
or enhancements to existing formats, offering a broad assortment of products across multiple competing drive technology
platforms, having broad geographic and market coverage and maintaining strong brand management capabilities across
diverse distribution channels.

The highest revenue growth opportunities include removable flash memory, recordable optical discs, newer tape
formats in open system environments and a newer product category, removable hard disks. These higher revenue growth
opportunities provide revenue streams that are typically at lower gross profit margins than our historical gross profit
margins on our proprietary magnetic media products.

Qur strategy is to maintain a relatively fiat and efficient operating structure as we take advantage of these growth
opportunities by establishing strategic sourcing, brand distribution and licensing arrangements. For example, while we have
manufacturing operations and intellectual property, including patents and know-how across a broad range of storage-related
media technologies, we also source products from third party manufacturers. As a resull, our revenue is derived from a
combination of manufactured and sourced products. We believe this strategy supports higher revenue without the need to
add substantial infrastructure or overhead costs, thus delivering increased gross margin dollars and operating profit growth
on increased revenue as well as a return on invested capital above our weighted average cost of capital. In addition, we
are implementing lean enterprise principles that emphasize speed, quality and competitive cost across all key functions and
processes.

Factors Affecting Comparability of cur Financial Results

Memorex Acquisition

On April 28, 2006, we closed on the acquisition of substantially afl of the assets of Memorex, including the Memorex
brand name and the capital stock of its operating subsidiaries engaged in the business of the design, development,
marketing, sourcing, distribution and sale of hardware, media and accessories used for the storage of electronic data under
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the Memorex brand name. Memorex operating results are included in our consolidated results of operations from the dale
of acquisition. See Note 4 to the Consolidated Financial Statements for furlher information.

Stock-Based Compensation

Effective January 1, 2006, we adopted the fair value recognition provisions of Statement of Financial Accounting
Standard No. 123 (Revised 2004) (SFAS 123(R})), Share-Based Payment, using the modified-prospective transition method.
Under this transition method, results for prior periods have not been restated. Prior to our January 1, 2006 adoption of
SFAS 123(R), we accounted for stock-based compensation using the intrinsic value method prescribed in Accounting
Principles Board (APB) Opinion No. 25, Accounting for Stock fssued to Employees, and related interpretations. Accordingly,
no compensalion expense was recognized for time-based stock options granted prior to January 1, 2006, as options
granted had no intrinsic value at the time of grant. For the year ended December 31, 2006, compensation expense
recognized included the estimated expense for stock options granted on, and subsequent to, January 1, 2006. Estimated
expense recognized for the options granted prior to, but not vested as of, January 1, 2006, was calculated based on the
grant date fair value estimated in accordance with the original provisions of SFAS No. 123 (SFAS 123), Accounting for
Stock-Based Compensation. See Note 3 to the Consolidated Financial Statements for further information. As a result of
the adoption, 2006 included incremental stock-based compensation of $9.7 million.

Restructuring

As part of our efforts to improve efficiencies and reduce costs, we continually evaluate our workforce and
infrastructure and make adjustments we deem appropriate. We believe that the fundamental shift to more efficient global
delivery is crucial to maintaining a long-term competitive cost structure. Efficiency was gained through the implementation
of various restructuring programs in 2006, 2005 and 2004. See Note 9 to the Consolidated Financial Statements for further
information,

Defined Benefit Pension Plans

In September 2006, the Financial Accounting Standards Board {FASB) issued SFAS No. 158, Employers’ Accounting
for Defined Benefit Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and
132(R). This statement changes financial reporting by requiring an employer to recognize the overfunded or underfunded
status of a defined benefit postretirement plan as an asset or liability in its stalement of financial position and to recognize
changes in that funded status in the year in which the changes occur through comprehensive income. We adopted
SFAS 158 on December 31, 2006. Our adoption of SFAS 158 on December 31, 2006 had no impact on our eamings.

Executive Summary
2006 Highlights

* We completed the acquisition of Memorex and we have substantially completed the integration of this business with
our existing operations.

* In conjunction with the Memorex acquisition, we consolidated substantially all U.S. inventory and distribution
operations into our Southaven, Mississippi facility.

* In conjunction with our second quarter 2006 acquisition of Memorex, we reorganized our operational structure and
our reportable segments to reflect how we manage our business. Our business is now organized, managed and
internally reported as segments differentiated by the regional markets we serve: Americas, Europe and Asia
Pacific.

* We introduced the blue laser technology and manufacturing capability to support the introduction of recordable Blu-
ray and HD-DVD discs for use in digital High Definition (HD) broadcast and video recording as well as high-
capacity data storage.




2006 Consolidated Results of Operations

+ Revenue of $1,584.7 million in 2008 was up 26.0 percent due to the Memorex acquisition compared with revenue
of $1,258.1 million in 2005.

+ Gross margin of 21.7 percent in 2006 was down from 24.0 percent in 2005, due mainly to product mix shifts as
anticipated with the Memorex acquisition. Gross profit rose to $344.1 million in 2006 compared with $302.1 million
in 2005. C

+ Selling, general and administrative expense was 11.0 percent of revenue in 2006, which represents a record low as
a percent of revenue, compared with 11.6 percent in 2005. ‘

+ Operating income was $108.2 million in 2008, an increase of $4.9 million or approximately five percent from 2006.

2006 Cash Flow/Financial Condition

» Cash flow from operations totaled $97.5 million in 2006, representing nearly 30 percent of the Memorex acquisition
cost, compared with $87.7 million in 2005.

» Total cash and liquid investments totaled $252.5 million at year-end.

* The Board of Directors declared dividends of $0.12 per share in February 2006, and $0.14 per share in May,
August and November 2006, which represents our fourth year of paying dividends and our third consecutive annual
dividend increase.

Results of Operations

Net Revenue
Years Ended December 31, Percent Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
(Dollars in millions)
Netrevenue . ...................... $15847  $1,2581  $1,1737 26.0% 71.2%

Our worldwide 2006 revenue growth over 2005 was driven by volume increases of approximately 35 percent, partially
offset by price declines of approximately 9 percent. The foreign currency benefit was less than one percent. The revenue
increase in 2006 was driven by growth in our optical and USB flash drive products, primarily due to the addition of
Memorex brand revenue of $308.8 million as well as revenue from GDM.

Our worldwide 2005 revenue growth over 2004 was driven by volume ingcreases of approximately 17 percent and a
foreign currency benefit of appraximately one percent, partially offset by price declines of approximately 11 percent. The
revenue increase in 2005 was driven by growth in our optical products, including our GDM joint venture with MBI, USB
flash drives and certain tape cartridge formats, particularly LTO 2 and LTO 3.

Gross Profit
Years Ended December 31,

2006 2005 2004
{Dollars in millions}
Gross PrOfit . . .o $344.1 $302.1 $287.8
GrOSS Margin . ... ot e e 21.7% 24.0% 24.5%

Our gross margin as a percent of revenue decreased in 2006 as compared with 2005, and was driven by changes in
our product mix, as we had expected. This product mix change is primarily due to the acquisition of Memorex, which has
a business model that carries products with lower gross margin percentages and lower operating expense ratios. On a
product by product basis, our margin percentage showed improved performance in 2006 in magnetic, optical and USB
flash drive product categories when compared with 2005.

Qur 2005 gross margin was substantially in line with our 2004 gross margin, however, the 2004 gross margin was
impacted by certain items discussed below. Two factors negatively impacting gross margin in 2004 were inventory-refated
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charges as well as start-up costs related to our coating facility in Weatherford, Oklahoma. The inventory-related charges
were driven by competitive market pricing during the second quarter of 2004, which caused inventory valuation write-downs
of $6.0 million (recorded as cost of goods soid) and price protection payments of $3.0 million {recorded as reductions of
revenue). The start-up costs were incurred as resources were added ahead of the commencement of production on our
Weatherford coater. Improvement in the performance of the new coater caused gross margin to improve by 1.3 percentage
points when comparing 2005 with 2004. This improvement, however, was more than offset by the decrease in-gross
margin due to a higher proportion of lower gross margin products in the overall sales mix.

Selling, General and Administrative {SG&A} , .
" Years Ended December 31, Percent Change

2006 2005 2004 2006 vs. 2005 2005 vs. 2004
{Dollars in millions)
Selling, general and administrative . . .. ..... ... ... $174.0 $146.3 $161.5 18.9% —9.4%
Asapercentofrevenue . . ... ......... . ..., 11.0% 11.6% 13.8%

Our 2006 increase in SG&A expense was due to the addition of Memorex SG&A expense, additional intangible
amorlization from the Memorex acquisition of approximately $7 million and incremental stock-based compensation expense
due to the adoption of SFAS 123(R) of $7.6 million, partially offset by reduced spending. As a percentage of revenue,
SGE&A decreased to a record low due to the overall revenue increase and our restructuring program discussed below.

Our 2005 decrease in SG&A expense was due to various cost reduction efforts taken during 2004 and our continued
focus on controlling spending and implementing an efficient cost structure in all geographic areas. The decrease in SG&A
as a percentage of revenue in 2005 was also due to our overall revenue growth.

Research and Development (R&D)

Years Ended December 31, Percent Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
{Dollars in millions)
Research and development . .................. $ 50.0 $ 513 $ 56.5 -25% —9.2%
Asapercentofrevenue. . .................. 32% - 41% . -48%

Our 2006 R&D expense remained essentially flat compared with 2005. The 2005 R&D expense decrease was related
to cost reduction efforts taken during 2004 as we focused resources on higher priority projects within the R&D
organization.

Restructun’ng and Other

The components of our restructuring and other expense included in the Consohdated Statements of Operations were
as follows;
Years Ended December 31,
2006 2005 2004
{Dollars in millions}

Restructuring
Severance and severance related expense . .. .. ... ... $86 § — $189
Lease termination costs and other. . ..... ... e 14 16 0.6
Reversal of severance and severance related expense from prior restructuring programs . . . . 09 (04) (04)
, . 91 12 19.1
Asset impairments. . .. . . e e e e e - 2.8 — 6.1
Total o L. $119 §12 252

[n 2006, we recorded net restructuring charges of $9.1 million mainly related to the restructuring program which
began in the second quarter of 2006, as well as first quarter charges related to employee reductions in our Wahpeton,

18




North Dakota and Camarillo, California production facilities. We also incurred asset impairment charges of $2.8 million
related to the abandonment of certain manufacturing assets and purchased inteflectual property.

In 2005, we récorded net restructuring charges of $1.2 million primarily for facility closing costs associated with the
Tucson, Arizona production facility closing.

In 2004, we recorded net restructuring charges of $19.1 million to simplify structure, improve decision making speed
and lower overall operating costs. The charges included the costs for employee separation programs related mainly to the
closure of our Tucson, Arizona production facility that was announced in the second quarter of 2004 as well as the
restructuring program announced in the fourth quarter of 2004. We also recognized asset impairment charges of
$6.1 million mainly related to the decision to discontinue various product development strategies as development efforts
were focused on fewer projects. See Note 9 o the Consolidated Financial Statements for further information.

Operating Income

Years Ended December 31, Percent Change
' 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
{Oollars in millions) '
Operating income ........... R $108.2 $103.3 $44.6 4.7% 131.6%
As a percent of revenue. . . .. ... o ... 68% 8.2% 3.8%

Our 2006 increase in operating income was mainly attributed to revenue growth and cost reduction efforts. Qur 2006
operating income was negatively impacted by restrucluring and other charges of $11.9 million that were incurred as we
reorganized and simphified our structure in conjunction with the Memorex acquisition, as well as incremental stock-based
compensation expense of $9.7 million due to the adoption of SFAS 123(R}. Our improved operating income in 2005 over
2004 was due to lower restructuring and other charges as well as reduced SG&A expense as a result of our 2004
restructuring program.

Other {Income) and Expense )
Years Ended December 31,

2006 2005 2004
. ) {Dollars in millions}
Interest expense . ............... ... P e . %510 $07 506
Interestincome . ..... ... ... i e (128) {11.6) {5.1)
Otherexpense, Net. . . ... o e 8.0 7.5 5.2
QOther {income) and expense:. . . . . J $(36) $ (34 $07
AS 2 PErCent Of TEVENUE - . . .. oo oottt e e ee e e -02%  -0.3% 0.1%

Our 2006 increase in interest income was primarily attributed to interest income from higher interest rates, partially
offset by the decline in cash balances due to the acquisition of Memorex. Our 2005 incréased interest income was
primarily attributed to interest income from higher invested cash balances and higher interest rates. Other expense included
net investment losses of $3.4 million, $2.6 million and $0.2 million in 2006, 2005 and 2004, respectively.

Income Taxes
Years Ended December 31,

2006 2005 2004
{Dollars in millions)
0O BAXES . . o o e et e e e e e e s $36.6 $24.9 $74
Effective taX rate . . o o o e e e e 32.7% 23.3% 16.9%

Our 2006 tax rate benefited from favorable resolutions of various tax matters, the largest of which related to a net
benefit of $10.4 million for the settlement of a long-standing tax dispute in the Netherlands, offset by a charge of
$8.2 million associated with the reorganization of our international*tax structure. Our 2005 tax rate benefited from a
favorable resolution of a U.S. tax matter that resulted in a one-time tax benefit of $12.0 million {or $0.35 per diluted
share). The matter involved the U.S. treatment of tax benefits associated with changes to our European structure initiated
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in 2000 that were approved by U.S. tax authorities in the first quarter of 2005,.resuiting in the reversal of an income tax
accrual. Qur 2004 tax rate benefited from a one-time tax benefit of $4.1 million associated with the favorable resolution of
a European tax matter, as well as lower taxable income in the United States in part due to restructuring and other charges
incurred during the year. See Note 10 to the Consolidated Financial Statements for additional information.

Income (Loss) from Discontinued Operations -

‘ Years Ended -
‘ o . December 31, Percent Change

2006 2005 2004 2006 vs. 2005 2005 vs. 2004
{Deltars in millions} .

Income {loss) from discontinued operations, net of income taxes. .. $1.2  $6.1 $(6.6) - —80.3% nm .

nfm: not meaningful

In 2006, we recorded a gain of $1.2 million in discontinued operations, net of income tax, related to the contingent
consideration of $2.3 million received in full satisfaction of all future outstanding payments from Nekoosa Coated Products,
LLC, including the outstanding note receivable, as a result of the sale of the Specialty Papers business in 2005 (see Note 5
to the Consolidated Financial Statements for further details). In 2005, we recorded a gain of $4.6 million, net of income
tax, related to the sale of the Specialty Papers business and $1.5 million as the after-tax income from operations of the
Specialty Papers business. In 2004, we recorded a net loss of $12.4 million primarily related to the settlement of the Jazz
Photo litigation from our Photo Color Systems business that was sold in 1999 (see Note 18 to the Consolidated Financial
Statements). In addition, we recorded $5.8 million as the after-tax income from discontinued operations related to the
Specialty Papers business, K

Segment Results

During the second quarter of 2008, we reorganized our operational structure following the Memorex acquisition. As a
result, we changed our reportable segments to reflect how we manage our business. We operate in one industry segment
selling removable data storage media and accessories for use in the personal storage, network and enterprise data center
markets. Our business.is organized, managed and internally reported as segments differentiated by the regional markets
we serve: Americas, Europe and Asia Pacific. Each of these segments has the responsibility for selling virtually all of our
product lines. We evaluate segment performance based on net revenue and operating income. Net revenue for each
segment is generally based on customer location. The operating income reported in our segments excludes corporate and
other unallocated amounts. Although such amounts are excluded from the business segment results, they are included in
reported consolidated earnings. Corporate and unallocated amounts include research and development expense, corporate
expense, stock-based compensation expense and restructuring and other expenses which are not allocated to the regional
segments. We believe this avoids distorting the operating income for the regional segments. See Note 15 to the
Consolidated Financial Statements for further details. N

Information related to our segments was as follows:

Americas
Years Ended December 31, Percent Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
(Doltars in millions)
Netrevenue....................... $838.9 $577.3 $562.0 45.3% 2.7%
Operating income . .................. 128.9 108.0 97.3 19.4% 11.0%
As apercentof revenue . ........... 15.4% 18.7% 17.3%

The Americas segment was our largest segment comprising approximately 53 percent, 46 percent and 48 percent of
our total consolidated revenue in 2006, 2005 and 2004, respectively. The Americas net revenue growth of 45.3 percent in
2006 was driven by additional revenue from the Memorex acquisition of $275.1 million, offset partially by declines in
magnetic products. The Americas net revenue growth of 2.7 percent in 2005 was driven by additional revenue from USB
flash drive and .optical products, partially offset by the decline in magnetic products.
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The decline of 2006 operating income as & percentage of revenue for our Americas segment was due to our
anticipated product mix migration as we realized increases in revenue from optical and USB flash drive products, which
carty lower gross margins than some of our magnetic products. The 2005 increase of operating income as a percentage
of revenue was due to improved margins in the optical and USB flash drive product categories, partiatly offset by
decreased revenue from magnetic products which are higher margin products.

Europe
Years Ended December 31, Percent Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
(Doltars in millions)
Netrevenue. .................... $524.3 $456.2 $380.8 14.9% 19.8%
Operating income. . ............... 48.1 51.3 29.9 -~6.2% 71.6%
As a percent of revenue ... ... .. .. 9.2% 11.2% 7.9%

The 2006 net revenue growth for our Europe segment of 14.9 percent was driven by increased sales of optical media
products as we benefited from growth in GDM, as well as additional revenue from the Memorex acquisition. The Memorex
acquisition contributed $32.0 million to our 2006 European segment revenue. The net revenue of our base business in the
Europe segment grew approximately 8 percent in 2006. The net revenue growth of 19.8 percent for Eurcpe in 2005 was
driven by increased sales of optical media products as we benefited from growth in GDM.

The decline in 2006 cperating income as a percentage of revenue for our Europe segmenl was due to the growth in
revenue from optical media products sold by GDM, which ¢arry lower gross margins than some of our magnetic products
as well as a slight decline in overall profitability The increase in 2005 operating income as a percentage of revenue for our
Europe segment was due to improved margins in optical products, partially offset by decreased revenue from magnetic
products which carry higher margins. Our Europe segment also benefited from an SG&A decrease in 2005 related to our
cost reduction efforts taken during 2004 and our facus on controfling spending and implementing an efficient cost
structure.

Asia Pacific

Years Ended December 31, Percent Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
{Dollars in millions)
Netrevenue..................... $221.5 $224.6 $230.9 —1.4% —2.7%
Operating income . . ............... 174 16.1 214 6.2% —24.8%
As a percent of revenue .. ... .. ... 7.7% 7.2% 9.3%

The Asia Pacific segment year-over-year net revenue declines were driven by an aggressive pricing environment as
well as our focus on higher margin business.

The increase in 2006 operating income as a percentage of revenue for our Asia Pacific segment was due to
controlled spending in an effort to improve operating margins as well as our focus on higher margin business. The decline
in 2005 operating income as a percentage of revenue for our Asia Pacific segment was driven by lower sales and lower
gross margins mainly in magnetic products.

Corporate and Unallocated

Years Ended December 31, Percent Change
2006 2005 2004 2006 vs. 2005 2005 vs. 2004
{Dollars in millions)
Operating loss . .............. ... .. $(85.9) $§(72.1) $(104.0) 19.1% —30.7%

The corporate and unallocated operating amounts include research and development expense, corporate expense,
stock-based compensation expense and restructuring and other expenses which are not allocated to the regional segments.
The increased operating loss in 2006 was attributed to costs of $11.9 million asscciated with our 2006 restructuring
programs, as well as incremental stock-based compensation expense of $9.7 million. The lower operating loss in 2005 was
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attributed to costs of $25.2 million associated with our 2004 restructuring programs, as well as a decrease in our R&D
spending.

Financial Position

As of December 31, 2006, the cash and cash equivalents balance was $252.5 million, a decrease of $230.5 million
compared to December 31, 2005. The decrease was due to the net cash payment for the Memorex acquisition of
$332.2 million and capital expenditures of $16.0 miliion. These outflows were partially offset by operating cash flows of
$97.5 million and proceeds from sales of investments of $28.9 million. As of December 31, 2005, we had other cash
investments of $24.6 million related to investment grade interest bearing securities with original maturities greater than
three months that were classified as other current assets. Our other cash investments as of December 31, 2005 malured
in 2008, and as a resull, there were no cash investments in other current assets as of December 31, 2006.

Accounts receivable days sales outstanding was 56 days as of December 31, 2006, up 10 days from December 31,
2005. Days sales outstanding is calculated using the count-back method, which calculates the number of days of most
recent revenue that is reflected in the net accounts receivable balance. The majority of the 2006 increase was due to an
increased presence in retail channels from our Memorex acquisition which carries relatively higher payment terms than the
rest of our business. Days of inventory supply was 72 days as of December 31, 2006, up 16 days compared with 56 days
as of December 31, 2008. Days of inventory supply is calculated using the current period inventory halance divided by the
average of the inventoriable portion of cost of goods sold for the previous 12 months, expressed in days. The increase in
2006 was driven by higher inventories associated with Memorex as well as increases in our base business.

Intangible assets were $230.2 million as of December 31, 2006, compared with $7.6 million as of December 31,
2005. The increase in net intangible assets was attributed to $231.0 million of identifiable intangible assets arising from the
Memorex acqguisition.

Goodwill was $67.6 million as of December 31, 2006, compared with $12.3 million as of December 31, 2005. The
increase in goodwill was attributed to $55.3 million of goodwill arising from the Memorex acquisition.

In late 2003, we paid $20.0 million to enter into a tape media distribution agreement with Exabyte whereby we
became the exclusive distributor of Exabyte media including the VXA class of tape cartridges. This transaction resulted in
an intangible asset of $18.5 million. On October 31, 2005, we amended certain terms of the Exabyte distribution
agreement whereby we agreed to lower the margin we eam on distribution in exchange for consideration of $10.3 million
in the form of Exabyte common stock, preferred stock and warrants (collectively, stock holdings) and notes receivable with
a corresponding offset to the original infangible asset recorded in conjunction with the execution of the original Exabyte
distribution agreement.

Due to the decline in value of Exabyte comman stock, we determinad that other-than-temporary impairments in our
investment in Exabyte holdings existed in 2006. Consequently, we reduced the carrying value of our Exabyte holdings by
$4.2 million with a corresponding loss recorded in other expense in the Consolidated Statement of Operations. As of
December 31, 2006, our Exabyte stock holdings had been fully written off,

The Exabyte notes receivables consisted of a $5.0 million note, bearing 10 percent interest beginning January 1,
20086, with interest only payments through 2007 and quarterly principal and interest payments commenging on March 31,
2008 and continuing through December 31, 2009. The notes receivables also consisted of a $2.0 million note bearing
10 percent interest through December 15, 2006, at which time the principal amount was due.
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On November 20, 2008, Tandberg completed the acquisition of substantially all of the Exabyte assets and the
Exabyte tape media distribution agreement was assigned to Tandberg. As a result of the acquisition, we restructured the
Exabyte notes receivable agreement. In connection with the notes restructuring agreement, we received $1.0 million of the
$2.0 million previously due December 15, 2006, and all interest accrued but not paid, on the outstanding noles receivables.
Tandberg replaced the $5.0 million note with a $4.0 million note (the Note). The Note bears interest at 10 percent
beginning November 20, 2007, payable quarterly with principal payments commencing on December 15, 2008 and
continuing through December 15, 2010. In addition, in conjunction with the nole restructuring agreement, Tandberg will
increase the margin we earn on distribution by two percentage points, effective January 1, 2007, untit such time that we
recover the forgiven principal amount on both notes totaling $2.0 million. In connection with the restructuring of our noles
receivable and distribution agreements, we recorded a loss of $0.4 million during 2006, which represents lost interest
income on the notes receivable. The collection of the note receivable and realization of the intangible asset is dependent
on the continued success of our relationship with Tandberg. At December 31, 2006, we believe the recorded note is
collectible. However, fulure events may impact this assessment.

Accounts payable were $227.3 million as of December 31, 2006, compared with $131.8 million as of December 31,
2005. The increase in accounts payable was mainly attributed to the Memorex acquisition.

Other current liabilities were $140.6 million as of December 31, 2008, compared with $91.1 million as of December 31,
2005. The increase in current liabilities was attributed to the liability for rebates, which increased $35.8 million due mainly
to the acquisition of Memorex.

Liquidity and Capital Resources

Cash provided by operating activities was $97.5 million in 2006. The major driver was net income as adjusted for
non-cash items of $139.6 million, offset by working capital changes of $42.1 million. Net income as adjusted for significant
non-cash items included net income of $76.4 million adjusted for depreciation and amortization of $38.4 million, stock-
based compensation of $11.0 miltion, deferred income taxes of $9.7 million and asset impairments of $7.2 milfion.
Significantly higher revenue drove working capital during the year, including increases in receivables and inventories, using
working capital of $37.6 million and $49.3 miflion, respectively, offset by an increase in accounts payable, providing working
capital of $30.5 million. Large cash outflows in 2006 included tax payments of $22.0 million, restructuring payments of
$13.2 million and pension funding of $13.2 million.

Cash provided by operating activities was $87.7 million in 2005. The major driver was net income as adjusted for
non-cash items of $150.5 million, offset by working capital changes of $41.9 million as well as by payment of a litigation
settlement from discontinued operations recorded in 2004 of $20.9 million for the Jazz Photo litigation. Net income as
adjusted for significant non-cash items included net income of $87.9 million adjusted for depreciation and amortization of
$38.3 million, and deferred income taxes of $23.9 million. Certain factors related to generally higher revenue levels
impacted working capital during the year, including increases in receivables and inventories, using working capital of
$26.7 million and $11.9 million, respectively, offset by an increase in accounts payable, providing working capital of
$9.4 million. Large cash outflows in 2005 included restructuring payments of §14.9 million, pension funding of $14.8 million
and tax payments of $5.2 million.

Cash provided by operating activities was $128.1 million in 2004. The major driver was net income as adjusted for
non-cash items of $80.9 million plus cash provided by working capital changes of $16.3 million. Net income as adjusted for
significant non-cash items included net income of $29.9 million adjusted for depreciation and amortization of $46.3 million
and a pre-tax charge of $20.9 million associated with the settlement of the Jazz Photo litigation. Several factors impacted
warking capital changes including decreases in inventories and receivables providing working capital of $31.2 million and
$21.0 million, respectively, offset by decreases in accrued payroll and other current liabilities as well as accounts payable,
using working capital of $26.7 million and $17.3 miliion, respectively. Large cash outflows in 2004 included $18.3 million of
tax payments, $14.4 million of pension funding and $4.4 million of restructuring payments.

Cash used in investing activities was $314.1 million in 2006. Investing activity in 2006 included the net cash payments
for the Memorex acquisition of $332.2 million and capital spending of $16.0 million, offset by net investment proceeds of
$28.6 million {$0.3 million of purchases and $28.9 million of proceeds from sales of investments).
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Cash provided by investing activities was $14.6 million in 2005. Capital spending totaled $21.6 million and net
investment proceeds were $15.3 million (§16.1 million of purchases and $31.4 miflion of proceeds from sales of
investments) in 2005. The 2005 investing activities were also impacted by proceeds of $16.0 million from the sale of
Specialty Papers.

Cash used in investing activities was $62.3 million in 2004. Capital spending totaled $35.8 million and net investment
purchases were $30.3 million ($41.7 million of purchases and $11.4 million of proceeds from sale of investments) in 2004.
Investing activities in 2004 included $3.0 million related to contingent consideration received on the 2002 sale of the North
America DSS business.

Cash used in financing activities was $19.4 million in 2006, as compared to $7.5 million in 2005 and $85.2 million in
2004. Cash usages in 2006 were driven by share repurchases of $35.6 million and dividend payments of $18.8 million,
offset by cash inflows of $31.7 million related to the exercise of stock options. Cash usages in 2005 were driven by share
repurchases of $15.9 million and dividend payments of $15.7 million, offset by cash inflows of $24.1 million related to the
exercise of stock options. Cash usages in 2004 were driven by share repurchases of $90.5 million and dividend payments
of $13.2 million, offset by cash inflows of $18.5 million related to the exercise of stock options.

As of December 31, 2006, we did not have any debt outstanding. On March 30, 2006, we entered into a Credit
Agreement with a group of banks that expires on March 29, 2011 that replaced our prior credit facility that would have
expired on December 15, 2006. The Credit Agreement provides for revolving credit, including letters of credit, with
borrowing availability of $300 million. Borrowings under the Credit Agreement bear interest, at our option, at either: (a} the
higher of the federal funds rate plus 0.50 percent or the rate of interest published by Bank of America as its “prime rate”
plus, in each case, up to 0.50 percent depending on the applicable leverage ratio, as described below, or (b) the British
Bankers' Association LIBOR, adjusted by the reserve percentage in effect from time to time, as determined by the Federal
Reserve Board, plus up to 1.20 percent depending on the applicable leverage ratio. Leverage ratio is defined as the ratio
of total debt to EBITDA. A facility fee ranging from 0.15 to 0.30 percent per annum based on our consolidated leverage
ratio is payable on the revolving line of credit. The Credit Agreement contains covenants, which are customary for similar
credit arrangements, and contains financial covenants that require us to have a leverage ratio not exceeding 2.5 to 1.0 and
a fixed charge coverage ratio (defined as the ratio of EBITDA less capital expenditures to interest expenses) not less than
2.5 to 1.0. We do not expect these covenants to materially restrict our ability to borrow funds in the future. No borrowings
were outstanding, and we complied with all covenants under the Credit Agreement, as of December 31, 2006.

In addition, certain international subsidiaries have borrowing arrangements locally outside of the Credit Agreement
discussed above. As of December 31, 2006 and 2005, there were no borrowings outstanding under such arrangements.

fn 1997, our Board of Directors authorized the repurchase of up to six million shares of our common stock and in
1999 increased the authorization to a total of 10 million shares. On August 4, 2004, our Board of Directors increased the
authorization for repurchase of common stock, expanding the then remaining share repurchase authorization of 1.8 million
shares as of June 30, 2004, to a total of six million shares. During 2006, 2005 and 2004, we repurchased 0.9 miltion
shares, 0.5 million shares and 2.7 million shares, respectively. As of December 31, 2006, we had repurchased 3.6 million
shares under the latest authorization and held, in total, 7.9 miflion shares of treasury stock acquired at an average price of
$23.27 per share. Authorization for repurchases of an additional 2.4 miliion shares remains outstanding as of December 31,
2008.

We paid cash dividends of $0.54 per share or $18.8 million during 2006, $0.46 per share or $15.7 million during
2005, and $0.38 per share or $13.2 million during 2004. Any future dividends are at the discretion of and subject to the
approval of Imation's Board of Directors,

We contributed $13.2 million to our defined benefit pension plans during 2006, Based on this funding, as well as the
markel performance on plan assets, we ended 2006 with an aggregate net funded status of $9.8 million, an improvement
from the $18.7 million aggregate unfunded status at the end of 2005. We expect pension contributions to be in the range
of $7 miflion to $10 million in 2007, depending on asset performance and interest rates. We estimate that we will have
pension contributions of approximately $0.7 million required by statute for 2007.

Our liquidity needs for 2007 include the following: capital expenditures in the range of $15 miliion to $20 million,
restructuring payments of approximately $4 million, pension funding in the range of $7 million to $10 mitiion, operating
lease payments of approximately $13 million (see Note 13 to the Consolidated Financial Statements) and any amounts
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associated with the repurchase of common stock under the authorization discussed above or any dividends that may be
paid upon approval of the Board of Directors. We expect that cash and cash equivalents, together with cash flow from
operations and availahility of borrowings under our current and future sources of financing, will provide liquidity sufficient to
meet these needs and for our operations.

Off-Balance Sheet Arrangements

Other than the operating lease commitments discussed in Note 13 to the Consolidated Financial Statements, we are
not using off-balance sheet arrangements, including special purpose entities, nor do we have any contractua! obligations or
commercial commitments with terms greater than one year that would significantly impact our liquidity.

Summary of Contractual Obligations
Payments Due by Period

Less Than More Than
Total 1 Year 1-3 Years  3-5 Years § Years
{In millicns)
Operating leases . .. ......... .. ... iviiiirirnnen. $378 §120 $17.2 $6.4 $22
Purchase obligations (1). ... ..... ... ... .. ... . ... .. 194.8 194.6 0.2 — —
Other long-term ligbilities (2). . ... ... ... ... ... .... 59.1 5.8 1.7 10 50.6
Tolal. . ... $291.7 $212.4 $19.1 $7.4 $52.8

{1) The majority of the purchase obligations consist of 90-day rolling estimates. Each month, we provide varicus suppliers
with rolling forecasts of our demand for products for the next three months. The forecasted amounts are generally
binding on us as follows: 100 percent for the first month, 75 percent for the second month and 50 percent for the third
month.

(2) Except for the sale-leaseback paymenits recorded in long-term liabilities, timing of payments for the vast majority of the
remaining long-term liabilities, primarily consisting of pension, cannot be reasonably determined and as such have been
included in the “More Than 5 Years” category.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and resuits of operations is based upon our Consolidated
Financial Statements, which have been prepared in accordance with accounting principles generally accepted in the United
States of America. The preparation of these financial statements requires us to make estimates and judgments that affect
the reported amounts of assets, liabilities, revenue, expenses and related disclosures of contingent assets and liabilities.
On an on-going basis, we evaluale our estimates to ensure they are consistent with historical experience and the various
assumptions that are believed 10 be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these eslimates under different assumptions or conditions and could materially impact our results of
operations.

We believe the following critical accounting policies are affected by significant judgments and estimates used in the
preparation of our Consolidated Financial Statements:

income Tax Accruals and Valuation Allawances. When preparing the Consolidated Financial Statements, we are
required to estimate the income taxes in each of the jurisdictions in which we operate. This process involves estimating
the actual current tax obligations based on expected income, statutory lax rates and tax planning opportunities in the
various jurisdictions in which we operate. In the event there is a significant unusual or cne-time item recognized in the
results of operations, the tax attributable to that item woutd be separately calculated and recorded in the period the
unusual or one-time item occurred.

Tax law requires certain items to be included in our tax return at different times than the items are refiected in the
results of operations. As a result, the annual effective tax rate reflected in the results of operations is different than that
reported on the tax return {i.e., the cash tax rate). Some of these differences are permanent, such as expenses that are
not deductible in our tax return, and some differences reverse over time, such as depreciation expense. These timing
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differences result in deferred tax assets and fiabilities, which are included in the Consclidated Balance Sheets. Deferred
tax assets generally represent items that can be used as a tax deduction or credit in our tax return in future years for
which the expense has already been recorded in the Consolidated Statements of Operations. We must assess the
likelihcod that deferred tax assets will be recovered from future taxable income. A valuation allowance is provided when it
is more likely than not that some portion or all of a deferred tax asset will not be realized. Due to uncertainties related to
our ability to utilize some portion of deferred tax assets, a valuation allowance of $9.4 million has been recorded as of
December 31, 2006, resulting in a net deferred tax asset of $36.6 million. Deferred tax liabilities generally represent items
for which a deduction has already been taken in the tax return, bul the items have not been recognized as expenses in
the results of operations. Significant judgment is required in evaluating tax positions and in determining the provision for
income taxes, as well as deferred tax assets and liabilities and any valuation allowance recorded against the net deferred
lax assels.

We establish reserves when, despite our belief that the tax retumn positions are fully supportable, certain positions are
likely to be challenged and we recognize we may ultimately not prevail in defending those positions. The reserves are
adjusted in light of changing facts and circumstances, such as the closing of a 1ax audit. The effective tax rate includes
the impact of reserve provisions and changes to reserves that are considered appropriate, as well as related interest.
These reserves relate to various tax years subject lo audit by taxing authorities. We believe that the current tax reserves
are adequate and reflect the most probable outcome of known tax contingencies. However, the ultimate outcome may
differ from current estimates and assumptions and could impact the provision for income taxes reflected in the
Consolidated Statements of Operations. Unfavorable settlement of any particular issue would likely require the use of cash.
Favorable resolution could result in reduced income tax expense in our Consolidated Statements of Operations in the
future,

Litigation. Management's current estimated range of liability related to pending litigation is based on claims for
which we can estimate the amount or range of loss. Based upon information presently available, management believes
that accrvals for these claims are adequate. Due to uncertainties related to both the amount and range of loss on the
remaining pending litigation, we are unable to make a reasonable estimate of the liability that could result from an
unfavorable outcome. While these matters could materially affect operating results in future periods depending on the final
resolution, it is our opinion that after final dispesition, any monetary liability to us beyond that provided in the Consolidated
Balance Sheet as of December 31, 2006, would not be material to our financial position. As additional information
becomes available, potential liability refated to pending litigation will be assessed and estimates will be revised as
necessary.

Stock-Based Compensation.  Effective January 1, 2008, we adopted the provisions of, and account for stock-based
compensation in accordance with SFAS 123(R). Under the fair value recognition provisions of SFAS 123(R), we measure
stock-based compensation cost at the grant date based on the fair value of the award and recognize the compensation
expense over the requisite service period, which is the vesting pericd. We elected the modified-prospective method when
adopting SFAS 123(R), under which prior periods are not retroactively revised. The valuation provisions of SFAS 123(R)
apply to awards granted after the effective date. Estimated stock-based compensation expense for awards granted prior to
the effective date but that remain unvested on the effective date will be recognized over the remaining service period
using the compensation cost eslimated for the SFAS 123 pro forma disclosures,

The fair value of each option award is estimated on the date of grant using the Black-Scholes option valuation
model. The Black-Scholes option valuation model requires the development of assumptions that are input into the mode!.
These variables are the expected stock volatility, the risk-free interest rate, the option’s expected life and the dividend yield
on the underlying stock.

Expected volatilities are based on historical volatility of our stock. The risk-free interest rate for the contractual life of
the oplion is based on the U.S. Treasury yield curve in effect at the time of grant. We use historical data to estimate
option exercise and employee termination activity within the valuation model. The expected term of stock options granted
is based on historical data and represents the period of time that stock options granted are expected to be outstanding.
The dividend yield is based on the latest dividend payments made on or announced by the date of the grant, Forfeitures
are estimated based on historical experience and current demographics.
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Developing these assumptions requires us to use significant judgment and involves analyzing available historical data,
adjusting historical data for fulure expectations and appropriately weighting each of the inputs. These assumptions are
evaluated and revised as necessary based on changes in market conditions and historical experience.

Goodwill and Other Intangibles. ~ We record all assets and liabilities acquired in purchase acquisitions, including
geodwill and other intangibles, at fair value as required by SFAS No. 141, Goodwill and Other Infangible Assets.
Goodwill is not amortized but is subject, at a minimum, to annual tests for impairment. Under certain situations, interim
impairment tests may be required if events occur or circumslances change that would more likely than not reduce the fair
value of a reporting segment below its carrying amount. Other intangible assets are amortized over their estimated useful
lives using the straight-line method and are subject to impairment if events or circumstances indicate a passible inability to
realize the carrying amount.

The initial recognition of goodwill and other intangible assets and subsequent impairment analysis require
management to make subjective judgments conceming estimates of how the acquired assets will perform in the future
using valuation methods including discounted cash flow analysis. Additionally, estimated cash flows may extend for a
significant time frame and, by their nature, are difficult to determine. Events and factors that may significantly affect the
estimates include, among others, competitive forces, customer behaviors and attrition, changes in revenue growth trends,
cost structures, technology, changes in discount rates and specific industry and market conditions. In determining the
reasonableness of cash flow estimates, we review historical performance of the underlying assets or similar assets in an
effort to assess and validate assumptions utilized in our estimates.

intangible assets are amortized using methods that approximale the benefit provided by utilization of the assets. In
determining the remaining useful life of a trade name, we consider the following: (1) the overall strength of the trade name
in the market in terms of market awareness and market share, (2) the length of time that the trade name has been in
existence, (3) the period of time over which the trade name is expected to remain in use and (4) the strength of the trade
name and its perseverance through changes in the data storage industry.

In assessing the fair value of reporting units, we. may consider the stage of the current business cycle and potential
changes in market conditions in estimating the timing and extent of future cash flows. The carrying amount of a reporting
unit is determined based on the capital required to support the reporting unit's activities including its tangible and.intangible
assets. The determination of a reporting unit's capital allocation requires management judgment and considers many
factors including capital characteristics of comparable public companies in relevant industry sectors.

Beginning in 2006, the reportable segments were changed 1o the following: Americas, Europe and Asia Pacific. As a
result, we reallocated goodwill to these reportable segments. We completed our annual impairment review of goodwill
during the fourth quarter of 2006 and noted no impairment of goodwill

Excess Inventory and Obsolescence Accruals. We write down our inventory for estimated excess and obsolescence
to the estimated net realizable value based upon assumptions about future demand and market conditions. If actual market
conditions are less favorable than those we project, adjustments to these reserves may be required. As of December 31,
20086, the excess inventory and obsolescence accrual was $10.3 million.

Rebates. We maintain an accrual for customer rebates that totaled $65.3 million as of December 31, 2006. This
accrual requires a program-by-program estimation of outcomes based on a variety of factors including customer unit sell-
through volumes and end user redemption rates. In the event that actual volumes and redemption rates differ from the
estimates used in the accrual calculation, adjustments to the accrual, upward or downward, may be necessary.

Other Accrued Liabilities. We also have other accrued liabilities, inciuding uninsured claims and pensions. These
accruals are based on a variety of factors including past experience and various actuarial assumptions and, in many cases,
require estimates of events not yet reported to us. If future experience differs from these estimates, operating results in
future periods would be impacted.

We sponsor defined benefit pension plans in both U.S. and foreign entities. Expenses and liabilities for the pension
plans are actuarially calculated. These calcutations are based on our assumptions related to the discount rate, expected
return on plan assets and projected salary increases. The annual measurement date for these assumptions is
December 31. Note 16 to the Consolidated Financial Statements includes disclosures of these assumptions for both the
U.S. and international plans.
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The discount rate assumptions are tied to portfolios of long-term high quality bonds and are, therefore, subject to
annual fluctuations. A lower discount rate increases the present value of the pension obligations, which results in higher-
pension expense. The discount rate used in calculating the benefit obligation in the U.S. was 5.75 percent at December 31,
2006, as compared to 5.50 percent at December 31, 2005. A discount rate reduction of 0.25 percent increases
U.S. pension plan expense (pre-tax) by approximately $0.1 million. '

The expected retum on assets assumptions on the investment portfolios for the pension plans are based on the
long-term expected retumns for the investment mix of assets currently in the respective portfolio. Because the rate of return
is & long-term assumption, it generally does not change each year. We use historic return trends of the asset portfolio
combined with recent market conditions lo estimate the future rate of return.

The rate of return used in calculating the pension expense for 2006, 2005 and 2004 was 8.0 percent, A change of
0.25 percent for the expected return on plan assets assumption will impact U.S. net pension plan expense (pre-tax) by
approximately $0.3 million. Expected returns on asset assumptions for non-U.S. ptans are determined in a manner
consistent with the U.S. plan,

The projected salary increase assumption is based on historic trends and comparisons to the external market. Higher
rates of increase result in higher pension expenses. In the United States, we have used the rate of 4.75 percent for the
past three years. Mortality assumptions were obtained from the 2000 Group Mortality Table.

Recently Issued Accounting Standards

In July 2006, the FASB issued FASB Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income Taxes —
an interpretation of FASB Statement No. 109. FIN 48 provides criteria for the recognition, measurement, presentation and
disclosure of uncertain tax positions that have an effect on a company’s financial statements accounted for in accordance
with SFAS No. 109, Accounting for income Taxes, as a result of positions taken or expected to be taken in a company's
tax return. A tax benefit from an uncertain position may be recognized only if it is “more likely than not” that the position is
sustainable based on its technical merits. The provisions of FIN 48 are effective for fiscal years beginning after
December 15, 2006. We do not expect the adoption of FIN 48 to have a material effect on our financial position or results
of operations. .

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurement, which defines fair value, 'establishes
a framework for measuring fair value and expands disclosures about fair value measurement. Companies are required to
adopl the new standard for fiscal periods beginning after November 15, 2007. We are currently evaluating the impact of
this standard on our Consofidated Financial Statements.

In September 2006, the FASB issued SFAS No. 158, Employers' Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R). This statement changes
financial reporting by requiring an employer to recognize the overfunded or underfunded status of a defined benefit
postretirement plan as an asset or liability in its statement of financial position and to recognize changes in that funded
status in the year in which the changes occur through comprehensive income. We adopted SFAS 158 on December 31,
2006. Qur adoption of SFAS 158 on December 31, 2006 had no impact on our earnings.

Forward-Looking Statements

We may from time to time make-written or oral forward-looking statements with respect to our future goals, including
statements contained in this Form 10-K, in our other filings with the SEC and in our reports to shareholders. We wish to
caution inveslors not to place undue reliance on any such forward-looking statements. Any forward-looking statement
speaks only as of the date such statement is made and we tndertake no obligation to update such statement to reflect
events or circumstances arising after such date.
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2007 Outlook

The following statements are based on our current outlook for 2007, The 2007 outlook is subject to risks and
uncertainties described below:

« Qur revenue is targeted between $1.775 billion and $1.825 hillion, which represents growth of approximately
12 percent to 15 percent over 2006, ‘

+ Operating income, including restructuring, is targeted to be in the range of $124 million to $129 million. We
currently- anticipate restructuring expense of approximately $1 million for 2007,

"+ Diluted earnings per share from continuing operations is targeted between $2.29 and $2.42.
* + Capital spending is targeted in the range of $15 million to $20 million.

« The tax rate is anticipated to be in the range of 36 percent to 38 percent, absent any cne-time items that may
occur.

+ Depreciation and afﬁortizatioh is targeted to be approximately $40 million.

Our business outlook is dependent on a variety of factors and is subject to the risks and uncertainties discussed
under “Forward-Looking Statements” above and under “Risk Factors” in Item 1A of this Form 10-K.

Certain information which does not relate to historical financial information, including our outlook for fiscal year 2007,
may be deemed to constitute forward-looking statements. The words or phrases “is targeting,” *will likely result,” “are
expected to,” "will continue,” “is anticipated,” “estimate,” “project,” “believe” or similar expressions identify “forward-locking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Such statements are subject to
certain risks and uncertainties that could cause our actual results in the future to differ materially from our historical resufts
and those presently anticipated or projected. We wish to caution investors not to place undue reliance on any such
forward-locking statements. Any forward-ocking statements speak only as of the date on which such statements are made,
and we undertake no obligation to update such statements to reflect events or circumstances arising after such date. Risk
factors include our ability to successfully operate the Memorex product lings as an integrated entity; our ability to
successfully defend our intellectual property, including the Memorex brand and patent licenses and the Philips patent cross
license; continuing uncertainty in global economic conditions that make it particulady difficult to predict product demand;
our ability to meet our cost reduction and revenue growth targets; our ability to introduce new offerings in a timely manner
either independently or in association with OEMs or other third parties; our ability to achieve the expected benefits from
the Moser Baer and other strategic relationships, including the GDM joint venture and Tandberg relationships; the
competitive pricing environment and its possible impact on inventory valuations; foreign currency fluctuations; the cutcome
of any pending or future litigation including the Philips litigation; our ability to secure adequate supply of certain high
demand products; the ready availability and price of energy; availability of key raw materials or critical components; the
market acceptance of newly intreduced product and service offerings; the rate of decline for certain existing products, as
well as various factors set forth in Item 1A of this 10-K and from time to time in our filings with the SEC.

» K

Kem 7A. Quantitative and Qualitative Disclosures About Market Risk.

We are exposed to various market risks including volatility in foreign currency exchange rates, commodity price
changes and credit risk. International operations, which comprised approximately 54 percent of our revenue in 2006, may
be subject to various risks that are not present in domestic operations. The additional risks include polifical instability, the
possibility of expropriation, restrictions on royalties, dividends and currency remittances, requirements for governmental
approvals for new ventures and local participation in operations such as local equity ownership and workers™ councils.

Our foreign currency hedging policy attempts to manage some of the foreign currency risks over near term periods;
however, we cannot ensure that these risk management activities will offset more than a portion of the adverse financial
impact resulting from unfavorable movements in forsign exchange rates or that medium and longer term effects of
exchange rates will not be significant. Although we attempt to utilize hedging to manage the impact of changes in currency
exchange rates, when the U.S. dollar sustains a strengthening position against currencies in which we sell products or a
weakening exchange rate against currencies in which we incur costs, our revenue or costs are adversely impacted.
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In accordance with established policies and procedures, we may utilize derivative finangial instruments, including
forward exchange contracts, options and swap agreements to manage certain of these exposures. Factors that could
impact the effectiveness of our hedging include the accuracy of our forecasts, the volatility of the currency markets and the
availability of hedging instruments. We do not hold or issue derivative financial instruments for trading or speculative
purposes and we are not a party to leveraged derivative transactions. The utilization of derivatives and hedging activities is
described more fully in Note 12 to the Consolidated Financial Statements. i

As of December 31, 2006, we had $313.3 million notional amount of foreign currency forward and option contracts of
which $67.8 million hedged recorded balance sheet exposures. This compares to $222.7 million notional amount of foreign
currency forward and option contracts as of December 31, 2005, of which $43.8 million hedged recorded balance sheet
exposures. An immediate adverse change of 10 percent in year-end foreign currency exchange rates with all other
variables (including interest rates) held constant would reduce the fair value of foreign currency contracts outstanding as of
December 31, 2006 by $12.2 million.

Our exposure fo commodity price changes relates pnmanly to certaln manufacturing operahons that utilize aluminum
ingot and petroleum-based products. We manage our exposure to changes in these prices through our procurement and
sales practices. Significant unexpected increases in the price of or decreases in the supply of these products could have a
material adverse impact on our business and financial results. -

We are exposed to credit risk associated with cash investmenls and foreign currency derivatives. We do not believe
that our cash investments and foreign currency derivatives present significant credit risks because the counterparties to the
instruments consist of major financial institutions and we monitor and manage the notional amount of contracts entered
into with each counterparty : : '

1
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ltem 8. Financial Statements and Supplementary Data.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Imation Corp.:

We have completed integrated audits of Imation Corp.’s consolidated financial statements and of its internal control
over financial reporting as of December 31, 2006 in accordance with the standards of the Public Company Accounting
Qversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations,
shareholders’ equity and comprehensive income and cash flows present fairly, in all material respects, the financial position
of Imation Corp. and its subsidiaries at December 31, 2006 and 2005, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2006 in conformity with accounting principles generally
accepted in the Uniled States of America. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits of
these statements in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatemenl. An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

As discussed in Note 2 1o the consolidated financial statements, in 2006 the Company changed the manner in which
it accounts for share-based compensation and defined benefit pension plans as a result of adopting the provisions of
Statement of Financial Accounting Standarg No. 123 (Revised 2004), Share-Based Payment and of Statements of
Financial Accounting Standard No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans, respectively.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management's Report on internal Control Over Financial
Reporting appearing under ltem 9A, that the Company maintained effective intemal control over financial reporting as of
December 31, 2006 based on criteria established in fnternal Controf — Infegrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSQ), is fairly stated, in all material respects, based on those
criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2006, based on criteria established in Infernal Control — Integrated Framework
issued by the COSO. The Company's management is responsibie for maintaining effective internal control over financial
reporting and for ils assessment of the effectiveness of intemal control over financial reporting. Our responsibility is to
express opinions on management’s assessment and on the effectiveness of the Company’s internal control over financial
reporting based on our audit. We conducted our audit of internal control over financial reporting in accordance with the
standards of the Public Company Accounting Oversight Board {United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. An audit of internal control over financial reporting includes obtaining an understanding
of internal contro! over financial reporting, evaluating management's assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing such other procedures as we consider necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's intemal control over financial reporting includes those policies and
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (i) provide reasonable assurance that transactions are
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recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (jii) provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal conltrol over financial reporting may not prevent or detect misstatements,
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

As described in Management's Report on Internal Control Over Financial Reporting appearing under ltem 9A,
management has excluded Memorex International Inc. from its assessment of internal control over financial reporting as of
December 31, 2006, because it was acquired by the Company in a purchase business combination during 2006. We have
also excluded Memoarex International Inc. from our audit of internal control over financial reporting. Memorex International
Inc. is a wholly-owned subsidiary of the Company whose total assets and total net sales represented 20.4% and 19.5%,
respectively, of the related consolidated financial statement amounts as of and for the year ended December 31, 2006.

sl PricewaterHouseCoopers LLP

FricewaterhouseCoopers LLP

Minneapolis, MN
February 22, 2007
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IMATION CORP.

CONSOLIDATED STATEMENTS OF OPERATIONS

Grossprofit . . ... oo o e
Operating expense:

Selling, general and administrative .. ........... . ... .. o

Researchand development . . ... ... ... ... . .. ... . ... ... .. . .. ...

Restructuring and other . . ... ... ...

Operaling INCome . ... .. e
Other (income) and expense:
Inlerest EXPENSE. . . . o
Interest INCOME . . ... .. e

Income from continuing operations before income taxes . .. .......... ... . ...,
Ineome tax provision . .. ... ... e

Income from continuing operations. . .. ........... ... ... ... i
Discontinued operations:
Income from operations of discontinued businesses, net of income taxes ... ...
Gain (loss) on disposal of discontinued businesses, net of income taxes. ... ...

Income {loss) from discontinued operations . . ......... ... .. ... ... ...
et MCOmME . o e e e

Earnings (loss) per common share - basic:
Continuing operations . . ... .. ... e
Discontinued operations . ......... ... . e
Netincome . . o
Earnings {loss) per common share - diluted:
Continuing operations . . . . ... ...
Discontinued operations . ... ........ . ..
Net oM . . o

Weighted average diluted shares outstanding. . . ......... .. ... ... ... ... ...,

Cash dividends paid percommon share . . .......... ... ... . . i i,

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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Years Ended December 31,

2006 2005 2004
{In millions, except per share amounts)
$15847  $1,258.1  $1.1737
1,240.6 956.0 885.9
3441 3021 287.8
174.0 146.3 161.5
50.0 5.3 56.5
11.9 1.2 25.2
2359 198.8 2432
108.2 103.3 446
1.0 0.7 0.6
(12.6) (11.6) (5.1)
8.0 7.5 5.2
(3.6) (3.4) 0.7
111.8 106.7 43.9
36.6 24.9 7.4
75.2 81.8 36.5
— 1.5 58
1.2 46 (12.4)
1.2 6.1 (6.6)

§ 764 § 879 § 299
$ 217 § 241 § 1.04
$ 003 $ 018 § (0.19)
$ 221 § 259 § 085
$ 214 § 2386 $ 1.03
$ 003 § 018 § (019)
$ 217 & 254 § 084
346 339 35.0
35.2 346 35.6

$ 054 § 046 § 0.38




IMATION CORP.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets
Cash and cash eqUIVAIBNTS . . . oot e e e e
ACCOUNtS TECRIVADIE, NMBt. . . .o i e i e
IVENMOMIES, MEL . . . Lo e ey
Other CUITENE 5SS . . . o e e e e e e e

Total current @ssets . . .. ..o e s
Property, plant and equipment, net .. ... ... L
Intangible assels, net. . . ... ..
GoOaWll . L . L e
ONer B88BLS . . . . o . e e

Total B8SEES. . . . . e e

Current liabilities
ACCOUNtS PaYADIE . . .. .. e
Accrued payroll . . . .. e e
Other current liabilities . ... ... .. .

Total current liabilities . . . . . . . e
Other liabilities . . . ... ... . e
Commitments and contingencies
Shareholders’ equity

Preferred stock, $.01 par value, authorized 25 million shares, none issued and outstanding . . . .
Common stock, $.01 par value, authorized 100 million sharss, 42.9 million issued. .. ..... ...
Additional paid-in capital. . . . .. .. e
Retained €amings . . . . ... o ot e e
Accumulated other comprehensive loss . ... ... ... s
Unearned compensation. . .. .. ...t e e e
Treasury stock, at cost, 7.9 million and 8.4 million shares as of December 31, 2006 and 2005,
TSP OtV . . o ot e e
Total shareholders' equity .. ... .. .. e

Total liabilities and sharehofders’ equity. . . . ... ...

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements,
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As of December 31,

2006

2005

{In millions, except per
share amounts)

$ 2525 § 4830
308.1 1947
258.0 134.9
58.3 75.6
876.9 888.2
178.0 195.0
230.2 78
67.6 12.3
302 43.1

$1,3829  $1,1462

$ 2273 § 1318
23.7 222
140.6 91.1
391.6 2451
45,0 458

04 04

10489  1,046.7
1726 120.5
(914}  (1066)

— (44
(184.2)  (201.3)
946.3 855.3

$1,3829  §$1,146.2




IMATION CORP.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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Accumulated Unearmed ESOP
Additionaf Other Shares and Total
Commen Paid-in Retained  Comprehensive Other Treasury  Shareholders’
Stock Capital Earnings Loss Compensation Stock Equlty
{In millions, except per share amounts)

Balance asof December 31,2003 . . . .. ... .. ... ... ... ... ... $04 $1,037.3 $ 494 $ (97.6) 5 - $(169.2) $6203
Purchase of treasury stock (2658000 shares) . . . . ... ................ (90.5) (80.5)
Exercisa of stock options (807,836 shares). . .. ........ .. ... ... .... {0.4) (9.0} 279 18.5
Restricted stock grants {56,761 shares)and other . .. ... ... .. ..., ... ... 0.3 (1.7} 19 05
401{k) malching contribution {123,022 shares) . . . .. .. ... ... ... .. ... .. 02 43 45
Tax benefit from shareholder tansactions. . ... .. ... ... ... .. ....... 43 43
Dividend payments . . ... ....... ... ... .. ... (13.2) (13.2)
Comgrehensive income:

Netincome . . . . ... .. ... ... 299 249
Net change in cumulative translation adjustment . . . ... ...... ........ 50 5.0
Minimum pension liability adjustments (net of income tax provision of $1.9) . _ . .. 32 32
Cash flow hedging {net of income tax provisionof $2.1) . . .. . .. ... ... ... 43 _43
Comprehensive INCOME . , . . ... .. .. ...ttt . _ o _ _424

Balance as of December 31,2004 . . . . .. ... .. ... .. ... L., A4 1,041.7 _s (85.1) R _{2256) _786.8
Purchase of treasury stock (453,300 shares). . . . ..... . ... ... .. ... .. (15.9) {15.9)
Exercise of stock options (968,953 shares) . . . . . ... ... ... .. ... ... .. (0.4) {8.4) 32.9 241
Restricted slock grants (113,461 shares)andother . . ... . ... .. ... ... ... 0.4 {27 41 1.0
40k} matching contribution (91,790 sharesy. . . . ... ... ... L, 0.4 32 6
Tax benefil from shareholder transactions. . .. .. ... .. ... ............ 5.0 5.0
Dividend payments . . ... .. ... ... ... ... ... (15.7) {(15.7)
Comprehensive income:

NetInCOME . . . .. e 879 87¢
Net change in cumulative translation adjustment . . .. .. . ... . ... ... {19.3) (19.3)
Minimum pension liability adjustments (el of income 1ax benefit of $1.0). . . . . .. (2.6) (2.6)
Cash flow hedging (net of income tax provision of $0.3) . . . ... .. ... .. ... 04 _ 04
Comprehensive inCOme . . . . . ... ... ... ... _ _ - _ _ _664

Balance as of December 31,2005 . .. .. .. ... ... ..., 04 1.046.7 1205 _(106:6) HCE) _(201.3) 8553
Purchase of treasury stock (865400 shares). . . . ... ... ... .......... (35.6) (35.6)
Exercise of stock options (1,204,781 shares) . . . . . .... ... ........... (8.8) (5.5) 46.0 7
Restricted stock grants (96,960 shares) and other . . . ... ......... .. ..., {6.1) 44 35 1.8
401(k) matching contribution {80,501 shares). . . . . . ... ... ........... 02 32 34
Stock-based compensation related tooptions. . . . .. .. ... ... L. L. 88 88
Tax benefit from sharehotder ransactions. . . ... ... ... .. ... . .. ... 8.1 8.1
Dividend payments . . ... ... ... ... .. ... ... ... (18.8) (18.8)
Initial FAS 158 adjustment {net of income tax provision of $1.7) . . .. .. ... .. .. 3.9) (3.2)
Comprehensive income:

Netincame . . . .. .o 764 76.4
Net change in cumulative translation adjustment . . . . ... .. ........... 134 13.4
Minimum pension liability adjustments (net of income tax benefit of $2.6), . . . . .. 48 46
Cash flow hedging (net of income tax provision of $0.3) . . . . . .. ... ... ... 04 04
Comprehensive income: . . . . .. L . - _ - _ 548
Balance as of December 31,2006 . . . .. .. .. ... .. ... .. ... ... ..., $0.4 §1.048.9 $1726 $ (81.4) $00 $(184.2) $946.3




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Inventories.  Inventories are valued at the lower of cost or marke, with cost generally determined on a first-in, first-
out basis. We provide estimated inventory allowances for excess, slow-moving and obsolete inventory as well as inventory
with a carrying value in excess of net realizable value. .

Investments.  We invest in interest bearing securities wilh original maturities ranging from three months to two years,
which are accounted for in accordance with Statement of Financial Accounting Standard (SFAS) No.’ 115,. Accounting for
Certain Investments in Debt and Equity Securities. The carrying amounts of such investments approximate fair value. .
Marketable equity securities that have readily déterminable fair values are classified as available-for-sale and are reported
at fair value. Unrealized gains and losses (net of income taxes) that are considered temporary'in nature are recorded in
accumulated other comprehensive income (loss) in the accompanying Consolidated Balance Sheets. Fair value is based
on quoted market prices as of the end of the reporting period.

Our policy is to review our venture capital and minority equity securities classified as investments on a quarterly
basis to determine if an other-than-temporary decline in fair value exists. The policy includes; but is not limited to,
reviewing the revenue and income outlook; financial viability and management of each investment. If we determine that a
decling in market value is other than.temporary, a loss is recorded in other ‘expense in the accompanying Consolidated
Statements of Operations.for all or'a portion of the unrealized loss and a new cost basis in the investment is established.

Derivative Financial instruments. We follow SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities, ‘which requires that all derivatives, including foreign currency exchange contracts, be recognized on the balance
sheet at fair value. Derivatives that are not hedges must be recorded at fair value through operations. |f a derivative.is a -
hedge, depending on the nature of the hedge, changes in the fair value of the derivative are either offsel against the
change in fair value of the underlying assets or liabilities through operations or recognized in accumulated other
comprehensive income (loss) in shareholders’ equity until the underlying hedged item is recognized in operations. These
gains and losses are generally recognized as an adjustment to cost of goods sold for inventory-related hedge transactions,
or as adjustments to foreign currency transaction gains/losses included in non-operating expenses for foreign denominated
payables and receivables-related hedge transactions..Cash flows attributable to these financial instruments are included .
with cash flows of the associated hedged items. The ineffective portion of a derivative’s change in fair value is immediately
recognhized in operations.

vy M N

Other Financial Instruments.  Qur other financial instruments consist principally of cash and cash equivalents, certain
investments and short-term receivables and payables for which their current carrying amounts approximate fair market -
value. ‘ ' ' ' o CoT _

Property, Plant and Equipment.  Property, plant and equipment, including leasehold and other.improvements that
extend an asset's useful life or productive capabilities, are récorded at cost. Maintenance and repairs are expensed as
incurred. The cost and related accumulated depreciation of assets sold or otherwise disposed are removed from the
related accounts and the gains or losses are reflected in the results of operations. - - ST T

Property, plant and equipment are generally depreciated on a straight-line basis over their estimated useful lives. The
estimated depreciable lives range from 20 to 40 years for buildings and 5 to 12 years for machinery and equipment.
Leaséhold and other improvements are amortized over the fesser of the remaining life of the lease or the estimated usefut
life of the improvement. : s

Intangible Assets. - Intangible assets include tradé names, customer relationships and other intangible assets "
acquired from an independent party We capitalize certain external and intérnal costs related to the design and
implementation of internally developed software, along with related interest. Intangible assets are amortized using methods
that approximate the benefit provided by utilization of the assets. Intangible assets are tested for impairment whenever ’
events or circumstances indicate that the carrying amount of an asset or asset group may not be récoverable. We have
determined that no impairments existed as of December 31, 2006. . _ o ' '

Goodwill.  Goodwill-is the excess of the cost of an acquired entity over the amounts assigned to assets acquired
and liabilities assumed in a business combination. Goodwill is not amortized. We evaluate the carrying value of goodwill .-
annually during the fourth quarter of each year and between annual evaluations if events occur or circumstances change
that would more likely than not reduce the fair value of the reporting unit below its'carrying amount. We perform the .

38




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

goodwill impairment test utilizing the two step process as outlined in SFAS No. 142, Goodwil! and Other Intangible Assets.
Impairment testing for goodwill is done at the reporting unit level. Reporting units are one level below the business
segment level, but can be combined when reporting units within the same segment have similar economic characteristics.
If the carrying amount of a reporting unil exceeds its implied fair value, an impairment loss would be recognized in an
amount equal to the excess of the implied fair value of the reporting unit's goodwill over its carrying value, not to exceed
the carrying amount of goodwill. We completed our annual impairment review of goodwill during the fourth quarter of 2006
and noled no impairment of goodwill. As of December 31, 2006, no factors were identified that would alter this
assessment. :

Impairment of Long-Lived Assefs. In accordance with SFAS No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, we periodically review the carrying value of our property and equipment and our intangible assels to
test whether current events or circunstances indicate that such carrying value may not be recoverable. If the lests indicate
that the carrying value of the asset is greater than the expected undiscounted cash flows to be generated by such asset,
an impairment loss would be recognized. The impairment loss is determined by the amount by which the carrying value of
such asset exceeds its fair value. We generally measure fair value by considering sale prices for similar assets or by
discounting estimated futurs cash flows from such assets using an appropriate discount rate. Assets to be disposed of are
carried at the lower of their carrying value or fair value less costs to sell. Considerable management judgment is
necessary to estimate the fair value of assets, and accordingly, actual results could vary significantly from such estimates.

Revenue Recognition. We sell a wide range of data storage media products. Net revenue consists primarily of
magnetic, optical and flash media product sales. We recognize revenue in accordance with Staff Accounting Bulleting
No. 104, Revenue Recognition, which requires that persuasive evidence of an arrangement exists, delivery has occurred or
services have been rendered, fees are fixed or determinable and collectibility is reasonably assured. For product sales,
delivery is considered to have occurred when the risks and rewards of ownership transfer to the customer. Certain sales
agreements may also include elements of services. For services, revenue is deferred and recognized over the life of the
contracts as the services are performed. We base our estimates for returns on historical experience and have not
experienced significant fluctuations between estimated and actual return activity. Provisions for returns are recorded against
sales based on historical experience. Taxes collected from customers and remitted to governmental authorities that were
included in revenue in 2008, 2005 and 2004 were $52.0 million, $37.6 million and $38.0 miltion, respectively.

Shipping and Handling Costs.  Cosls related to shipping and handling are included in cost of geods sold.

Research and Development Costs. Research and development costs are charged to expense as incurred. Research
and development costs include salaries, payroll taxes, employee benefit costs, supplies, depreciation and maintenance of
research equipment as well as the allocable portion of facility costs such as rent, utilities, insurance, repairs, maintenance
and general support services.

Advertising Costs. Advertising and other prometional costs are expensed as incurred and were approximately
$11 miliion, $16 million and $21 miflion in 2006, 2005 and 2004, respectively. Prepaid advertising costs were not significant
at December 31, 2006 and 2005.

Rebates. We provide rebates to our customers. Customer rebates are accounted for as a reduction of revenue at
the time of sale based on an estimate of the cost to honor the related rebate programs.

Income Taxes. We account for income taxes under the provisions of SFAS No. 109 (SFAS 108}, Accounting for
Income Taxes. Under the asset and liability method prescribed in SFAS 109, deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases. A valuation allowance is provided when it is more likely than
not that some portion or all of a deferred tax asset will not be realized. The ultimate realization of deferred tax assets
depends on the generation of future taxable income during the period in which related temporary differences become
deductible. Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income and
tax planning strategies in this assessment. Deferred tax assets and liabifities are measured using the enacled tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or
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The Directors Plan was also approved and adopted by 3M Company, as our sole shareholder, and became effective
on July 1, 1996. The total number of shares of common stock that could have been issued or awarded under the Directors
Plan was not to exceed 800,000. The outstanding options are non-quallf ied, normally have a term of ten years and
generally become exercisable one year after grant date. Exercise prices are equal to the fair market value of our common.
stock on the date of grant. As a result of the approval and adoption of the 2005 Incentwe Plan in May 2005, no further
shares are available for grant under the Directors Plan.

PR A

The 2000 Incentive Plan was approved and adopted by our shareholders-on May 16, 2000, and became effective
immediately. The total number of shares of common stock that could have been issued or awarded under the 2000
Incentive Plan was not to exceed 4.0 million. The outstanding options are non-gualified, normally have a term of seven to
ten years, and generally become exercisable 25 percent per year beginning on the first anniversary of the grant date.
Exercise prices are equal to the falr market value of our common stock on the date of grant. As a result of the approval .
and adoption of the 2005 Ihcentive Plan in May 20085, no further shares are aval!able for grant under the 2000 Incentive
Plan. - , Coe A

The 2005 Incentive Pian was approved and adopted by our shareholders on May 4, 2005, and became effective
immediately. The 2005 Incentive Plan permits the granting of incentive and non-qualified stock options, stock appreciation
rights, restricted stock, restricted stock units, dividend equivalents, performance awards and other stock and stock-based
awards. The tolal number of shares of common stock that may be issued or awarded under the 2005 Incentive Plan may
not exceed 2.5 million, of which thé maximum number of shares that may be awarded pursuant to grants of restricted
stock, restricted stock units and stock awards is 1.5 million. The outstanding options are non-qualified and normally have a
lerm of ten years. For employees, the options generally become exercisable 25 percent per year beginning on the first
anniversary of the grant date. For directors, the options generally become exercisable on the:first anniversary of the grant
date. Exercise prices are equal to the fair market value of our common stock on the date of grant. As of December 31,
2006, there were 1,646,098 shares available for grant under the 2005 Incentive Plan.

Stock-Options '

Prior to our January 1, 2006 adoption of SFAS 123(R), we accounted for stock-based compensation using the
intrinsic value method prescribed in Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, and related interpretations. Accordingfy, no compensation expense was recognized for stock options granted
prior to January 1, 2006, for options granted that had no intrinsic value at the time of grant. Compensation expense was
recorded for restricted stock issued under our Stock Plans. As required by SFAS 123, we included pro forma dlsctosure in
the Notes to the Consolidated Financial Statements.

wt
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The table below illustrates the effect on net income and earnings per share if the fair value of options.granted had
been recognized as compensation expense on a straight-line basis over the vesting periods in accordance with the
provisions of SFAS 123 during the years ended December 31, 2005 and 2004:

Yoars Ended
December 31,
2005 2004
{ln millions,
.except per share
amounts)
Net income, @s reported .. ...... ... $87.9  $299
Add: Stock-based employee compensation expense included in net income, net of income
1 S e e 0.9 0.3
Deduct; Total stock-based employee compensation expense determined under fair value '
based method of accounting, netof incometax . ... ... .. .. . oo (5.8) (5.8)
Pro forma net iNCOmME . . . . ..ottt e e $83.0 $244
Earningé per share: ‘
Basic—asreported . . .. ... ... . L $259 $0.85
Basic — Pro fOrMa . ... .. $245 $0.70
Diluted —as reported . ... ... o $2.54  30.84
Diluted — Pro OMMA . o\ o ottt e $2.37  $0.68

Eff_ectivé Jam]ary 1, 2006, we adopted the fair value recognition provisioris of SFAS 1 23(R), using the modified-
prospective transition method.

The following table summarizes our weighted average assumptions used in the valuation of options for the years
ended December 31, 2006, 2005 and 2004:

] . - ' : 2006 2005 2004~
Volatility. . . ... e 33% 42% 41%
_Risk-free interestrate . .-. ... ... ... e e T 499% 3.89% 3.67%
Expected life {months) . ... ... .. ... 58 60 60
Dividend yield .. ....... ... .. ... .. 1.3% 1.2% 1.0%
The following table summarizes stdck option activity for the year ended December 31, 2006: )
e ‘ : Weighted .
Weighted Average -
Average Remaining Aggregate
Stock Exercise Contractual Intrinsic
Options Price Life {Years) Value
Qutstanding December 31,2005 .. ............... 4,115,633 30.82
Granted . ..... ... ... . 662,070 41.76
Exercised ..........c. i (1,204,781)  26.20
Canceled. ... ..o (57,004) 24.49
Forfeited . .......... .. . i (136,939) 36.93
Quistanding December 31,2006 . ................ 3378979  $34.48 ' 6; $40,385,150
Exercisable as of December 31, 2006. . ............ 1646486  $30.25 4=6 $26,638,626
p
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The following illustrates the aIIocataon of the purchase pnce to the assets acqu:red and liabilities asstmed:
- e Amount

o n {n millions)

Cash and cash equivalents. . . . . . . AR I, B L ' $ 35
Accounts receivable . .. ......... ... L. . S 68.3
INVENOMIES . . . . 69.1
Other current @ssets .. ........... . .. e . - 201
Propertyplantandequ:pment.............................:., ........... A
Goodwill. . ... ..... . U e . 553
Intangibles ... ......... D e e © 2310
Other assets. , ... .. e LS PR I e 0.7.
Accounts payable ......... .. ... .. (61.8)
Other current liabilities . ... .............., e e e , 29
Other liabilities . .. . . e e e e M)
- o  $3479

; Y LN U N n—=

Our allocation of the purchase pr:ce to the assets acqmred and liabilities assumed resulted in the recogmtlon of the
followmg intangible assets

Weighted
Average
_ Amount Life
C ST . L - e - (In millions) o
“Tradename .. ...l e RN °§2000 35 years
Customer relatlonshlps(1). A . P . 289 7 7years
Other. . ... DU e 21 17 months
Al - f. .;" ' ‘ ~ N A - - v | . ! e f .
Intangible assets acquired . ... .. B A $231 0

1) Customer relationships represent an asset without U.S. tax basis. A deferred tax liability was recorded in the purchase
price allocation to reflect this basis difference. .

For the year ended December 31, 2006, we recorded amortization expense for Memorex intangible assets of
$7.4 million. In determining the remaining useful life of the Memorex trade name, we considered the following: (1) the
overall strength of the Memorex trade name in the market in terms of market awareness and market share, (2) the length
of time_that the Memarex trade name has been in existence, (3) the period of time over which the Memorex trade name is
expected to remain in use and (4) that the Memorex trade name has remained strong through technologacal innovation in
the data storage industry. Based on this anatySIS we determmed that the remalnlng useful fife for the- Memorex trade
name was estlmated to be 35 years.
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The following unaudited pro forma financial information illustrates our estimated results of operations as if the
acquisition of Memorex had occurred as of the beginning of each pericd presented:
' ' : Years Ended December 31,

AT L S 2006 2005

(In milliens, except
per shara amounts)

NEL TBVBIUE. L . ottt e e e e $1,728.8 $1,703.7
Income from continuing OPEratioNs . . . .« -« .\ oot 68.4 939
NEtINCOME . . o e e e 69.6 100.0
Earnings per common share — basic: -
Continuing operations . . ............. e S $ 198 § 277
Net income .. ............ e e $ 201 § 295
Earnings per common share — diluted: ‘ L
Continuingoperations . . ........... ... . i e $ 194 3 an
Netincome ........ .. 0 ..o . $ 198 5 289

The pro forma operating resuits are presentéd for comparative purposes only. They do not represent the results that
would have been reported had the acquisition occurred on the dates assumed, and they are not necessarily indicative of
future operating results.

Note 5 — Divestitures
Divestitures Presented as Discontinued Operations

Specialty Papers Business. On June 30, 2005, we closed on the sale of our Specialty Papers business to Nekoosa
Coated Products, LLC located in Nekoosa, Wisconsin. The business provided carbonless cut-sheet and digital carbonless
paper for businesses and institutions such as printers, banks, and hospitals. The sale was for $17.0 million, with the
potential of up to an additional $4.0 million consideration over the next three years, contingent on performance of the
business. Upon closing, we received a cash payment of $16.0 million and a note receivable of $1.0 million due in four
years subject to certain posl-closing adjustments. A gain of $4.6 million, net of taxes of $2.7 million, was recognized on
the sale. We sold virtually ail of the assets of our Specialty Papers business, including the Nekoosa manufacturing plant.
Approximately 90 employees were also transferred as a part of the sale. These operations are presented in our
Consolidated Statements of Operations as discontinued operations for all periods presented.

During the second quarter of 2006, we renegotiated the contingent consideration due from Nekoosa Coated Products,
LLC noted above. As a result, on June 16, 2006, we received a cash payment of $2.3 million in full satisfaction of alt
future potential payments from Nekoosa Coated Products, LLC, including the outstanding note receivable. This resulted in
an after-tax gain of $1.2 million from discontinued operations.

North America DSS Business. On August 30, 2002, we consummated the sale of our North America Digital
Solutions and Services (DSS) business to DecisionOne Corporation (DecisionOne). These operations were presented in
our Consalidated Statements of Operations as discontinued operations. Under the terms of the agreement, DecisionOne
paid us $5.0 million in cash. In the third quarter of 2002, we recognized a pre-tax gain of $2.6 million, or $1.6 million after-
tax, on the disposal of the discontinued business. In addition, the terms of the sale included the potential for additional
future payments to us of up to $5.0 milfion in 2004, based upon revenue targets achieved by DecisionOne associated with
the DSS business. During the fourth quarter of 2004, we received a $3.0 million payment, or $1.9 million after tax, based
on these terms. The conlingent payment received in 2004 is shown as proceeds from sale of business in the Consolidated
Statentents of Cash Flows.
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Note 7 — Goodwill and Intangible Assets

The breakdown of intangible assets as of December 31, 2006 and 2005, was as follows:

Trade Customer o
Names Softwara  Relationships Other Total
A u . (In millions) . .
December 31, 2006 . . ' SO
Cost. ... $2009. $517 $34.2 $7.3  $294.1
Accumulated amortization . .. ... ............. 4.2)  (50.0) (5.7) (400 (639
Net. ... $196.7 $1.7 $28.5 L $3.3 :$230.2
December 31, 2005 o . - . _
oSt $0.7 $495 $5.3 $11.0 - $66.5
Accumulated amortization . ... ............... {03) (49.3) {(1.9) {74)  {58.9)
Net.................... P _$04 802 $34 -$36 876

Based on the intangible assets in service as of December 31, 2006, estimated amortization expense for each of the
next five years endlng December 31 is as follows:
~ 2007 2008 - 2009 2010 2011

: . , {In millions} RS
Amortization expense .. ... ... .. ... $136  §$124  $109

9

599

During the second quarter of 2006, we recrganized our operational structure following the Memorex acquisition.
Consequently, we changed our reportable segments to reflect how we manage our business: Qur business is organized,
managed and internally reported as segments differentiated by the regional markets we serve: Americas, Europe and Asia
Pacific. As a result, we reallocated goodwill to these reportable segments. The followmg table presents the changes in
goodwill allocated to our reportable segments dunng 2006 and 2005

)

"Americas Edrope‘ Asia Pacific  Total

. . (tn millions)
Balance as of December 31,2004, ......................, $8.0 $2.5 $1.8 $12.3
2005activity .. ... L — = = —
Balance as of December 31, 2005. . ........ ... ... .. ..., 8.0 2.5 1.8 12.3
.Memorex acquisition .. ................. .. . ... 55.3 = - 55.3
Balance as of December 31, 2006. . .................. L. 8633 $2.5 $1.8 -$67.6

|
|

Note § — lnvestments

Our venture capital and minority equity investment portfolio consists of investments of $9.7 million and $16.7 million
as of December 31, 2006 and 2005, respectively. These investments are accounted for on the cost basis. The carrying
value of these investments has been reduced by other-than-temporary declines in fair value of $7.7 million and $8.3 million
as of December 31, 2006 and 2005, respectively. As of December 31, 2006, we do not have any other investments with
unrealized losses that are deemed to be other-than-temporarily impaired, nor were there any investments for whlch the fair
value was less than the carrying value. . :
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Note 9 — Restructuring and Other Expense

The components of our restructuring and other expense included in the Consolidated Statements of Operations for
the years ended December 31, 2008, 2005 and 2004 were as follows:

Years Ended December 31,
2006 2005 2004
{in millions}
Restructuring
Severance and severance related eXpense . .. ... ... e $86 § — 8189
Lease termination costs and other . .. ...... ... ... 1.4 16 0.6
Reversal of severance and severance related expense from prior restructuring
PROGTAMIS . « .\ v et e ettt e e e e e e e 0.9y (04) (04)
91 1.2 19.1
ASSEt IMPaIMMENIS . . ... i e 28 — 6.1
TORAl . . e $119 §12 §252
2006 Activity

Severance, Lease Termination and Other  During the first quarter of 2006, we recorded severance and severance
related charges of $1.8 million. The charges related to employee reductions in our Wahpeton, North Dakota and Camarilio,
California production facilities and consisted of estimated severance payments and related benefits associated with the
elimination of approximately 100 positions. This program was substantially completed as of June 30, 2006.

During the second quarter of 2006, we recorded $6.8 millicn of severance and severance related expense. These
charges, as well as $1.4 million related to lease termination costs, were associated with historical Imation operations and
were reflected in our Consolidated Statements of Operations for the year ended December 31, 2006. We also recorded
restructuring accruals totaling $4.9 million as we reorganized in conjunction with the Memorex acquisition and integration,
as well as continued our efforts to simplify structure. These accruals included $4.1 million of severance and other liabilities
and $0.8 million for lease termination costs. Because these amounts were associated with the existing Memorex business,
they were not reflected in our Consalidated Statements of Operations, but were recorded as adjustments to goodwill. This
restructuring program will ultimately impact 164 positions in total.

In the third quarter of 2006, we recorded an additional accrual of $2.5 million for the termination of facility leases
related to the acquired Memorex operations. We also recorded a reduction in the estimate of our severance and severance
related obligations in the amount of $0.2 million. As these amounts were associated with the existing Memorex business,
they were not reflected in our Consolidated Statements of Operations, but were recorded as adjustments to goodwill

During the fourth quarter of 2006, we re-evaluated the needs of our 2006 restructuring program and reduced the
severance and severance related liability estimate by $0.5. This reduction was reflected in our Consolidated Statements of
Operations for the year ended December 31, 2006. We also recorded an additional $0.2 million accrual for the termination
of facility leases related to the acquired Memorex operations as an adjustment to goodwill.

The 2004 restrucluring programs were substantially completed as of June 30, 2006. Actual payments for employee
termination benefits were slightly lower than estimated. As a result, approximately $0.4 million of excess accrual was
reversed in the second quarter of 2006. This amount was reflected in our Consolidated Statements of Operations for the
year ended December 31, 2006.
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The following tables summarize the restructuring liability and activity related to our Imation and Memorex restructuring
program which began in the second quarter of 2006. Cumulative changes in the restructuring accrual as of December 31,
2006 were as follows:

Initial Adjustments Liability as of
Program Additional to Initial Cumulative December 31,
Amounts Charges Amauats Usage 2006
{In millions}
Severance and other . ................ $10.9 $— $(0.7) $ (8.0) $2.2
Lease termination costs and other . . ... ... 22 27 — 2.3) 28
Total, ... $13.1 $27 $(0.7) $(10.3) $4.8
Initial Balance as of
Headcount Cumulative December 31,
Amounts Reductions 2006
Total employees affected . .............. o, 164 137 -

Asset Impairments.  In 2006, we incurred asset impairment charges of $1.1 million in the second quarter and
$1.7 million in the fourth quarter, related to the abandonment of certain manufacturing assets and purchased intellectuat
property. These amounts were reflected in our Consolidated Statements of Operations for the year ended December 31,
2006.

2005 Activity

Severance, Lease Termination and Other  During the fourth quarter of 2005, we incurred $1.6 miliion for costs
associated with the Tucson, Arizona production facility closing announced in 2004 and a lease termination. Production at
the Tucson, Arizona facility was terminated on September 30, 2005, and the facility was closed by December 31, 2005.
We also reversed approximately $0.4 million of excess accrual after re-evaluating the needs for our 2004 restructuring
programs. The charge net of the reversal was $1.2 million,

2004 Activity

Severance, Lease Termination and Other.  During the second quarter of 2004, we recorded Severance and
severance related charges of $3.1 million. The charges related to a plan lo close our production facitity in Tucson, Arizona
as well as international adminisirative and sales employee reductions and consisted of estimated severance payments and
related benefits related to the elimination of 280 positions.

During the fourth quarter of 2004, we recorded severance and severance related charges of $16.4 million related to
the restructuring of our business to lower overall operating costs, simplify structure and improve decision-making speed.
The charge included $15.8 million for estimated cash severance payments and other benefits associated with the planned
reduction in headcount of approximately 260 employees. We also recorded lease termination costs of $0.6 million during
the period. These charges were partially offset by a $0.4 million benefit for severance and other expense related to prior
programs.

Asset Impairments. The asset impairment charges related mainly to our decision to discontinue various product
development slrategies as development efforts were focused on fewer projects in conjunction with the program announced
in the fourth quarter of 2004. The 2004 asset impairment charges included fixed assets of $4.2 million and intangible
assets of $1.9 million.
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Note 10 — Income Taxes

The components of incoms from continuing operations before income taxes were as follows:

Years Ended December 31,

2006 2005 2004

{In millions)
S e $811 §832 $21.2
INternational .. ...t e 30.7 235 27
Total. o e e e $111.8  $106.7  $43.9

The income tax provision from continuing operations was as follows:

Years Ended Dacember

3,

2006 2005 2

004

{In millions)

Current
Federal . ... . e e e $209 §(02) $(1.8)
State .. . e e 33 32 {0.3)
International. . . ... ... e e 27 6.0 3.0
Deferred
Federal . ... .. ... i e e e 16.5 14.0 8.1
StaIE . e e 1.2 2.3 07
International. . ... ... . (8.0) {0.4) (2.3)
Total. o e e e $366 §249 §74

The components of net deferred tax assets and liabilities were as follows:

As of December 31,

2006 2005
(In millions)

Accounts receivable allowances . ... . L e e e e $ 32 % 27
=TT S 10.6 76
Payroll, pension and SeVETaNCE . . . . ..t e e e 143 11.8
Credit camyforwards . .. .. ... .. e 78 9.2
Net operating loss carryforwards. . . ... ... ... e 18.5 8.5
Accrued liabilities and otherreserves .. ... .. ... .. .. B4 3.9
Research and experimentation costs . ... ... . i 17.5 254
Other net .. ... _ 09 02
Gross deferred tax @ssets . ... .. ... L 81.2 £9.3
Valuation allowance. .. ... e _(84) (89
Deferred tax @s8els. . .. . . i e e e 71.8 60.8
Property, plant and equipment . . ... ... ... .. (14.5) (11.9)
Intangible @ssels. . .. ... e e e e e (10.7) -
Payroll, pension and SEVEIaNCE . .. . .. ut vt e e {1.8) —
OtNer. L 82y -
Deferred tax ligbiliies . .. .. ... .. _(35.2) 11.9)
Netdeferred taxassels . ........... ... .o $3.6 §$489
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The valuation allowance was provided to account for uncertainties regarding the recoverability of certain foreign net
operating loss carryforwards and state tax credit carryforwards, The valuation alfowance was $9.4 million, $8.5 million,
$11.8 million and $18.2 million as of December 31, 2006, 2005, 2004 and 2003, respectively. The increase in 2006 relates
to new requirements primarily relating to tax law changes in the Netherlands. Decreases in 2005 and 2004 were primarily
due to the reversal of certain valuation allowances on net operating loss carryforwards. Of the aggregate net operating
loss carryforwards totaling $69.2 million, $58.3 million will expire at various dates up to 2023 and $10.9 million may be
carried forward indefinitely. State tax credit carryforwards of $7.6 million will expire between 2007 and 2021.

The income tax provision from continuing operations differs from the amount computed by applying the statutory
U.S. income tax rate {35 percent} because of the following items;

Years Ended December 31,
2006 2005 2004

{tn millions})
Taxatstatutory US. taxrate ... ... . ... . . $391 $373 §153
State income taxes, net of federal benefit. . . ........ . ... ... . ... ..., 31 4.0 (0.3)
Met effect of international cperations . ... ... ... ... ... ... ... .. 14 12}  {2.0)
Reversal of valuation allowances . . . ............. ... ... ... ...... {0.7) 4.3} {49
Infernational audit settlements . ... ... ... ... .. . ... .. L. (104) (12.0) —
Taxonforeignearnings ... ..... ... ... ... . ... ... ... 8.2 — —
Other . oo {4.1) 1.1 (1.5)
Income tax provision . ........... e $366 5249 §$74

Significant tax loss carryforwards had been generated in the Netherlands for the years 1998 through 2000. The filing
of the related tax returns resulted in a "nil” assessment from the Dutch tax authorities on carryforwards representing a
possible tax benefit of up to approximately $14.0 million. This matter was favorably resclved in 2006 and resulted in a net
benefit to the tax rate of $10.4 million. Further, in conjunction wilh the reorganization of our international tax structure, a
charge of $8.2 million was recorded in 2006 on foreign earnings no longer considered permanently invested. Our 2005 tax
rate benefited from a favorable resolution of a U.S. tax matter that resulted in a one-time tax benefit of $12.0 million.

In 2006, 2005 and 2004, cash paid for income taxes, relating to both continuing and discontinued operations, was
$22.0 million, $5.2 million and $18.3 million, respectively.

As of December 31, 2006, approximately $77.4 million of eamings attributable to international subsidiaries were
considered to be permanently invested. No provision has been made for taxes that might be payable if these earnings
were remitted to the United States.

Note 11 — Debt
We had no outstanding debt as of December 31, 2006 or 2005.

On March 30, 2006, we entered into a Credit Agreement with a group of banks that expires on March 29, 2011 and
that replaced our prior credit facility that would have expired on December 15, 2006. The Credit Agreement provides for
revolving credit, including letters of credit, with borrowing availability of $300 million. Borrowings under the Credit
Agreement bear interest, at our option, at either: (a) the higher of the federal funds rate plus 0.50 percent or the rate of
interest published by Bank of America as its "prime rate” plus, in each case, up to 0.50 percent depending on the
applicable leverage ratio, as described below, or (b) the British Bankers' Association LIBOR, adjusted by the reserve
percentage in effect from time to time, as determined by the Federal Reserve Board, plus up to 1.20 percent depending
on the applicable leverage ratio. Leverage ratio is defined as the ratio of total debl to EBITDA. A facility fee ranging from
0.15 to 0.30 percent per annum based on our consolidated leverage ratio is payable on the revolving line of credit. The
Credit Agreement contains covenants which are customary for similar credit arrangements and contains financial covenants
that require us to have a leverage ratio not exceeding 2.5 to 1.0 and a fixed charge coverage ralio (defined as the ratio of
EBITDA less capital expenditures to interest expenses) not less than 2.5 to 1.0. We do not expect these covenants to
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materially restrict our ability_to borrow funds in the future. No borrowings were outstandlng and we were in complrance
with all covenants under the Credit Agreement as of December 31, 2006., . .

As of December 31, 2006 and 2005, we had outstanding standby letters of credit of $6.8 million and $4.6 million,
respectively. As of December 31, 2006, we had $9.1 m|II|on available under credit facrtmes of varrous subsidiaries outside
the United States. T

Our interest expense, which includes letter of credit fees, facility fees and commitment fees under the Credit
Agreement, for 2006, 2005 and 2004, was $1.0 million, $0.7 million and $0.6 million, respectively. Cash paid for interest in
these periods, relating to both continuing and discontinued operations, was $0.8 million, $0.7 million and $0.6 miltion,
respectively.

Note 12 — Derivatives and Hedging Activities

We maintain a foreign-currency exposure management policy that allows the use of derivative instruments, principally:
foreign currency forward and option contracts, to manage risks associated with foreign exchange rate volatility. Generally, -
these contracts are entered into to fix the U.S. dollar amount of the eventual cash flows. The derivative instruments range
in duration at inception from less than one to 14 months. We do net hold or issue derivative financial instruments for
speculative or trading purposes, and we are not a party to leveraged derivatives.

We are exposed to the risk of nonperformance by our counter-parties in foreign currency forward and option
contracts, but we do not anticipate nonperformance by any of these counter-parties. We aclively monitor our exposure to
credit risk through the use of credit approvals and credit imits, and by using major mtematronal banks and financial
instilutions as counter-parties. 7

Cash Fiow Hedges o I-’i’ o

We attempt to m|t|gate the risk that forecasted cash ﬂows denominated in forelgn currencres may be adversely ,
affected by changes in currency exchange rates through the use of option and forward contracts. We formally document all
relationships between hedging instruments and hedged items, as well as our risk management objective and strategy for- -
undertaking the hedge items. This process includes linking all derivatives to forecasted transactions.

We also formally assess, both at the hedge's inception and on an ongoing basis, whether the derivatives used in
hedging transactions are highly effective in offsetting changes in the cash flows of hedged items. Gains and losses related
to cash flow hedges are deferred in accumulated other comprehensive income (loss) with a corresponding asset or liability.
When the hedged transaction occurs, the gains and losses in accumulated other comprehensive income (loss) are
reclassified into the Consolidated Statement of Qperations in the same line as the item being hedged. If at any time it is
determined that a derivative is not highly effective as a hedge, we discontinue hedge accounting prospectively, with
deferred gains and Iosses berng recognlzed in current perlod operations.

As of Deoember 31 2008 and 2005 ‘cash flow hedges ranged in duratron from one to 12 months and had a total
notionat amount of $245.5 million and $178.9 million, respectively. Hedge costs, representing the premiums paid on expired
options net of hedge gains and losses, of $1.2 million, $0.5 million and $5.4 million were reclassified into the Consolidated
Statement of Operations in.2006, 2005 and 2004, respectively. The amount of net deferred losses on foreign currency
cash flow hedges included in accumulated other comprehensive. income (loss) i in shareholders’ equity as of December 31,
2006 was $05 million, pre-tax wh|ch dependlng on market factors is -expected to reverse or be reclassrf ed into operations
in 2007.°

OtherHedges Lielztooasstlsr L T ‘ : ~ '

We enter into forergn currency fowvard contracts generally with durations of less than two months to manage the
fore|gn currency exposure related to our monetary assets and liabilities denominated in foreign currencies. We record the
estimated fair value of these forwards within other current assets or other current fiabilities in the Consolidated Balance

Sheets, and all changes in their fair value are rmm_edratety recognized in the Consolidated Statement of Operations. As of
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The ESOP was terminated in the first quarter of 2004, and we used shares of treasury. stock to: match employee
401(k) contributions for the remainder of 2004, as'well as for all of 2005 and 20086. ‘

Total expense related to the use of shares of treasury stock to match employee 401(k) contributions was . $3.4 million,
$3.6 million and $4.5 million in 2006, 2005 and 2004, respectively.

Note 18 — Commitments and Contingencies

In the ncrmat course of business, we periodically enter into agreements that incorporate general indemnification
language. Performance under these indemnities would generally be triggered by a breach of terms of the contract or.by a
third-party claim. There have historically been no material losses related to such indemnifications, and we do not expect
any material adverse claims in the future. in accordance with SFAS No. 5, Accounting for Contingencies, we record a
fiability in our consolidated fi nancual statements for these actions when a loss is known or considered probable and the
amount can be reasonably estimated.

We are the subject of various pending or threatened legal actions in the, ordinary:course of our business. All such
malters are subject to many uncertainties and+outcomes that are not predictable-with assurance. Consequently. as of
December 31, 2006, we are unable to ascertain the ultimate aggregate amount-of any monetary liability or financial impact
that we may incur with respect to these matters; While these matters could materially affect. operating results depending
upon the final resolution in future periods, it is our.opinion that after final disposition, except for the Philips dispute
described below, any monetary liability beyond that provided in the Consolidated Balance Sheet as of December.31, 2006
would nol be material to our financial position.

Philips . . ‘ S

We filed a Declaratory Judgment Action on October 27, 2006 in Federal Dlstnct Court in St. Paul, Minnesota
requesting that the court resolve an ongoing dispute with Philips Electronics N.V., U.S. Philips Corporation and North
American Philips Corporation (collectively, Philips). Philips has asserted that (1) the patent cross-license between 3M
Company and Philips was not validly assigned to Imation Corp. in connection with the spin-off of Imation from 3M
Company in 1996; {2) Imation's 51% owned subsidiary GDM is not a “subsidiary” as defined in the cross-icense; (3) the
coverage of the cross-license does not apply to Imation's recent acquisition of Memorex; (4) the cross-license does not
apply to DVD discs; {5) certain Philips patents that are not covered by the cross-license are infringed by Imation; and
(6) as a result, Imation owes Philips royalties for the prior and future sales of CD and DVD discs. We believe that these
allegations are without merit and have filed a Declaratory Judgment Action to have a court reaffirm tmation's rights under
the cross-license. While this matter is in the early stages, if the court rules agarnst Imat:on this matter could have a
material adverse impact on our financial statements. -

Jazz Photo Corp, | .

On May 10, 1999 Jazz Photo Corp [Jazz Photo), served us and our aff llate dmation S.p.A., with a civil complalnt
filed in New Jersey Superior Court. The complaint charged breach of contract, breach of warranty, fraud and racketeering
activity in connection with our sale of allegedly defective film to Jazz Photo by our Photo Color Systems business, which
was sold in 1999. The tria! for the Jazz Photo versus Imation lawsuit commenced on January 10, 2005, in the Federal
District Court in Newark, New Jersey. On February 7, 2005, a proposed settlement agreement was negoliated between us,
our insurers, Fuji Photo Film Co., Ltd.; the largest bankruptcy creditor listed by Jazz Photo, and the Creditors Committee
of Jazz Photo, which had filed a Voluntary Petition for Relief under Chapter 11 of the United States Bankruptcy Code on _
May 20, 2003. On March 14,-2005, we' the counsel for Jazz Photo and the ‘counsel for the Creditors Committee of Jazz
Photo executed a Settiément Agreement and General Release (the Settlement Agreement) Pursuant to the Settlement
Agreement, we paid $20.9 million and our insurers paid $4.1 million of the settlement o Jazz Photo in exchange for a
complete release of aII cla|ms by Jazz Photo A

g

62




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Environmental Matters

Our operations are subject to a wide range of federal, state and tocal environmental laws. Environmental remediation
costs are accrued when a probable liability has been determined and the amount of such liability has been reasonably
estimated. These accruals are reviewed periodically as remediation and investigatory aclivities proceed and are adjusted
accordingty. Compliance with environmental regulations has not had a material adverse effect on our financial results. As
of December 31, 2006, we had environmental-related accruals totating approximately $0.6 million and we have minor
remedial activities underway at one of our facilities. We believe that our accruals are adequate, though there can be no
assurance that the amount of expense relating to remedial actions and comgpliance with applicable environmental laws will
not exceed the amounts reflected in our accruals.

Note 19 — Quarterly Data {(Unaudited)

First Second Third Fourth Total(1}
(In millions, except per share amounts}

2006
Netrevenue ............ciiiiiiiiininnnnnnn $335.2 $365.8 $4247 34590 $1,584.7
Grossprofit. . ... ... ... ... . . ... ... 79.2 84.2 88.3 924 3441
Operatingingome ............................ 29.3 18.6 28.3 320 108.2
Income from continuing operations. . ... .. .......... 194 12.9 18.5 244 75.2
Discontinued operations .. ...................... — 1.2 — — 1.2
Netincome.............. .. ... .. ... uou... 19.4 14.1 18.5 244 76.4
Earning per common share, continuing operations:

BaSIC . e $05 $037 $054 %070 $ 217

Diluted . .......oi 0.55 0.37 0.53 0.69 214
Earnings per common share, discontinued operafions;

BaSIC . ..o\t $ — $003 $ — § -~ & 003

Diluted . ......... .o — 0.03 — — 0.03
Earnings per common share, net income:

BasiC ........ $056 $041 $054 $070 $ 224

Diluted . ......... ... i 0.55 0.40 0.53 0.69 217
2005
Netrevenue ............... ... iiiiiin..n. $315.0 $3015 $2986 $343.0 $1,298.1
Grossprofit. ........ ... ... ... ... L 82.3 75.2 70.5 74.1 302.1
Operatingincome . ........... ... ... ... .. ..... 3.3 238 236 248 103.3
Income from continuing operations. .. .............. 308 15.8 16.8 18.4 818
Discontinued operations .. .. .................... 0.6 55 — — 6.1
Netincome......... .. .o iiininan.n. 314 213 16.8 184 879
Eamning per common share, continuing operations:

Basic ....... ... $091 $047 $049 35054 § 241

Diluted . ... .. .. 0.90 0.46 0.48 0.52 2.36
Earnings per common share, discontinued operations;

BaSiC . ..o\ $002 $01 $ — § — § 018

Diuted . . ... o 0.02 0.16 - — 0.18
Earnings per common share, net income:

Basic . . ... e $093 $063 $049 $05 § 259

Diluted . ... 0.92 0.62 0.48 0.52 2.54

{1) The sum of the quarterly earnings per share may not equal the annual earnings per share due to changes in average
shares outstanding.
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ltem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure,

None.

ltem 9A. Controls and Procedures.

Evaluation of Disclosure Controfs and Procedures. Based on an evaluation of our disclosure controls and
procedures (as defined in Rule 13a-15(e} under the Exchange Act) as of December 31, 2006, the end of the period
covered by this report, the acting Chief Executive Officer, Frank P Russomanno, and the Vice President and Chief
Financial Officer, Pau! R. Zeller, have concluded that the disclosure controls and procedures were effective.

Changes in Internal Controls. During the fiscal quarter ended December 31, 2006, there was no change in our
internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) that has materially affected,
or is reasonably likely to materially affect, our internal control over financial reporting.

Management's Report on Internal Controf over Financial Reporting. Management of Imation is responsible for
establishing and maintaining adequate internal contrel over financial reporting. tmation’s internal control system is a
process designed to provide reascnable assurance regarding the reliability of financial reporting and the preparation of
financial slatements for exiernal purposes in accordance with generally accepted accounting principles.

Because of its inherent limitations, intermal contro! over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Imation management assessed the effectiveness of Imation’s internal control over financial reporting as of
December 31, 2006. In making this assessment, we used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control — Integrated Framework, Based on our
assessment, we concluded that, as of December 31, 20086, Imation’s internal control over financial reporting was effective,
based on those criteria.

Management's assessment of the effectiveness of imation's intemal control over financial reporting as of
December 31, 2006, excluded the assets of Memorex, which was acquired in April 2006 in a purchase business
combination. Memorex is a wholly-owned subsidiary of Imation whose total assets and total net sales represented 20.4%
of consolidated total assets and 19.5% of consolidated net sales, respectively, of Imation as of and for the year ended
December 31, 2006. Companies are allowed to exclude acquisitions from their assessment of intemal control over financial
reporting during the first year of an acquisition under guidelines established by the SEC.

Attestation Report of Independent Registered Public Accounting Firm.  The altestation report of
PricewaterhouseCoopers LLP, our independent registered public accounting firm, regarding our internal control over
financial reporting is provided on page 31.

tem 9B. OQther information.

None.

PART Il

Except where otherwise noted, the information required by Items 10 through 14 is incorporated by reference from our
definitive Proxy Statement pursuant to general instruction G(3) to Form 10-K, with the exception of the execulive officers
section of ltem 10, which is included in Item 1 of this Form 10-K. We will file our definitive Proxy Statement pursuant to
Regulation 14A by April 30, 2007.




ltem 10. Directors, Executive Officers and Corporate Governance.
Board of Directors
Information regarding our Board of Directors as of February 22, 2007 is set forth below:

Michael S. Fields, Chairman and Chief Executive Officer of KANA Software, Inc. (a customer refationship
management software and services company) and Chairman, The Fields Group (a management consulting firm).

Charles A. Haggerty, Chief Executive Officer, Le Conte Associates, LLC (a consulting and investment company} and
Former Chairman and Chief Executive Officer, Western Digital Corporation (a hard disk maker).

Linda W. Hart, Vice Chairman and Chief Executive Officer, Hart Group, Inc. (a diversified group of companies
primarily involved in residential and commercial building materials).

Bruce A. Henderson, Chairman and inactive Chief Executive Officer, Imation. See Executive Officers of the Registrant
in Item 1 of this Form 10-K for further information.

Ronald T. LeMay, Industrial Partner of Ripplewood Holdings (a private equity fund), Executive Chairman and Chief
Executive Officer, Last Mile Connections, Inc. (a network bandwidth exchange and solutions provider), Chairman of AirCell
Inc. {a designer, manufacturer and marketer of airborne telecommunication systems) and Chairman, October Capital (a
private investment campany).

L. White Matthews, !ll, Retired Executive Vice President and Chief Financial Officer, Ecolab, Inc. (developer and
marketer of cleaning and saniizing products and services), and Former Chief Financial Officer and Executive Vice
President, Union Pacific Corporation (a company involved in railftruck transportation and oiligas exploration and
production).

Charles Reich, Retired Executive Vice President of 3M Health Care, a major business segment of 3M Company (a
diversified technology company).

Glen A. Taylor, Chairman, Taylor Corporation (a holding company in the specialty printing and marketing areas).

Daryl J. White, Retired President and Chief Financial Officer, Legerity, Inc. (a supplier of data and voice
communications integrated circuitry), and Former Senior Vice President of Finance and Chief Financial Officer, Compaq
Computer Corporation (a computer equipment manufacturer).

See Part | of this Form 10-K, “Executive Officers of the Registrant.” The Sections of the Proxy Statement entitled
“Board of Direclors-Director Independence and Determination of Audit Committee Financial Expert,’ “Board of Directors-
Meetings of the Board and Board Committees,” “Information Conceming Solicitation and Voting — Section 16(a} Beneficial
Ownership Reporting Compliance” and “Item 1-Election of Directors — Information Concerning Directors™ are incorporated
by reference into this Form 10-K.

We adopted a code of ethics that appfies to our principal executive officer, principal financial officer, principat
accounting officer/controller, or persons performing similar functions and all our other employees. This code of ethics is
part of our broader Business Conduct Policy, posted on our website. The Internet address for our website is http://
www.imation.com, and the Business Conduct Policy may be found on the “Corporate Governance” page, which can be
accessed from the “Investor Relations” web page, which can be accessed from the main web page. We intend to satisfy
the disclosure requirement under ltem 5.05 of Form 8-K regarding an amendment to, or waiver from, a provision of the
required code of ethics thal applies to our principal executive officer, principal financial officer, principal accounting officer/
controller or persons performing similar functions by posting such information on our website, al the address and location
specified above.

Materials posted on our website are not incorporated by reference into this Form 10-K.
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ltem 11. Executive Compensation.

The Sections of the Proxy Statement entitled “Compensation Discussion and Analysis,” “Compensation Committee
Report,” “Compensation of Executive Officers” and “Board of Directors — Compensation of Directors™ are incorporated by
reference into this Form 10-K.

Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

The Sections of the Proxy Statement entitled “Information Concerning Solicitation and Voting — Security Ownership
of Certain Beneficial Owners” and “Information Concerning Solicitation and Voting-Security Ownership of Management” is
incorporated by reference into this Form 10-K,

Equity Compensation Plan Information

The following table gives information about our common stock that may be issued under all of our existing equity
compensation plans as of December 31, 2006, including the 2005 Stock Incentive Plan, the 2000 Stock Incentive Plan, the
1986 Employee Stock Incentive Program and the 1996 Directors Stock Compensation Program. As of December 31, 2008,
options were the only form of award that had been granted under the 1996 Employee Stock incentive Program, options
and restricted stock had been granted under the 2000 Stock Incentive Plan and 2005 Stock Incentive Plan, and options,
restricted stock and restricted stock units had been granted to directors under the 1996 Directors Stock Compensation
Program. Our shareholders have approved alf of the compensation plans listed below.

Number of securities
remaining available for

Number of securities to be Weighted-average future issuance under the
issued upon exercise of exercise price of equity compensation plans

Equity compensation plans approved by outstanding options, outstanding options, (exciuding securities
shareholders warrants and rights warrants and rights reflected in the first column)
2005 Stock Incentive Plan .. .. ... 1,289,823 (1) $38.02 1,646,098
2000 Stock Incentive Plan . . ... .. 1,506,217 (1) $34.53 — (2
1996 Employee Stock Incentive

Progam.................. 282,099 $23.59 — {2
1996 Directors Stock Compensation

Program.................. 300,840 $29.72 — (2)

Total ... ..., 3,378,979 $32.42 1,646,098

{1) This number does not include restricted stock, including 192,038 shares under our 2005 Stock Incentive Plan and
22,125 shares under our 2000 Stock Incentive Plan.

(2) No additional awards may be granted under our 2000 Stock Incentive Plan, our 1996 Employee Stock Incentive Plan,
or our 1996 Directors Stock Compensation Program,
Item 13. Certain Relationships and Related Transactions, and Director Independence.

We have no related person transactions requiring disclosure under this item. The sections of the Proxy Statemenl
entiled “Board of Directors — Related Person Transaction Policy” and “Board of Directors — Director Independence and
Determination of Audit Committee Financial Expert’ are incorporated by reference into this Form 10-K.
ltem 14.  Principal Accounting Fees and Services.

The Section of the Proxy Statement entitled *Audit and Other Fees and Audit and Finance Committee Pre-Approval
Policies” is incorporated by reference into this Form 10-K.
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Item

PART 1V

15. Exhibits, Financial Statement Schedules.
List of Documents Filed as Part of this Report

1. Financial Stalements

Page
Report of Independent Registered Public Accounting Firm ... ......oonvin e 31
Consolidated Statements of Operations for the Years Ended December 31, 2006, 2005 and 2004. . . . .. 33
Consclidated Balance Sheets as of December 31, 2006 and 2005. .. ........ ... .ot 34
Consolidated Statements of Shareholders’ Equity and Comprehensive Income for the Years Ended
December 31, 2006, 2006 and 2004. . . ... ... 35
Consolidated Statements of Cash Flows for the Years Ended December 31, 2006, 2005 and 2004 . .. . . 36
Notes to Consolidated Financial Statements . ... .. .. i i 37

2. Financial Statement Schedules

Al financial statement schedules are omitted because of the absence of the conditions under which they are required

or because the required information is included in the Consolidated Financial Statements or the notes thereto.

3. Exhibits
The following Exhibits are filed as part of, or incorporated by reference into, this report:

Exhibit

Number Description of Exhibit

24 Acquisition Agreement, dated January 19, 2006, by and between Imation Corp. and Memorex Intemational Inc.
{incorporated by reference to Exhibit 2.1 to Imation's Form 8-K Current Report filed on January 25, 2006)

22 Inducement Agreement, dated January 19, 2006, among Hanny Holding Limited, Hanny Magnetics (B.V.1.)
Limited, Investor Capital Management Asia Limited, Investor Capital Partners — Asia Fund L.P Global Media
Limited, Memorex Holdings Limited and Imation Corp. (incorporated by reference to Exhibit 2.2 to Imation’s
Form 8-K Current Report filed on January 25, 2006)

31 Restated Certificate of Incorporation of Imation {incorporated by reference to Exhibit 3.1 to Registration
Statement on Form 10, No. 1-14310)

3.2 Amended and Restated Bylaws of Imation (incorporated by reference to Exhibit 3.1 to Imation's Form 8-K
Current Report filed on February 13, 2006)

4.1 Rights Agreement between imation and The Bank of New York, as Rights Agent, dated as of June 21, 2006
{incorporated by reference to Exhibit 4.1 to Imation's Registration Statement on Form 8-A filed on June 23, 2006)

4.2 Amended and Restated Certificate of Designation, Preferences and Rights of Series A Junior Participaling
Preferred Stock (incorporated by reference to Exhibit 4.2 to Imation's Registration Statement on Form 8-A filed
on June 23, 2006)

10.1*  Imation 1996 Employee Stock Incentive Program (incorporated by reference to Exhibit 10.8 to Registration
Statement on Form 10, No. 1-14310)

102"  Imation Excess Benefit Plan (incorporated by reference to Exhibit 10.10 to Registration Statement on Form 10,
No. 1-14310)

103*  Form of Indemnity Agreement between Imation and each of its directors {incorporated by reference to
Exhibit 10.13 to Annual Report on Form 10-K for the year ended December 31, 1996)

10.4*  Amended and restated Severance Agreement with Executive Officers (except Mr. Henderson) (incorporated by
reference to Exhibit 10.2 to Imation's Form 8-K Current Report filed March 3, 2006)

105*  Imation 2000 Stock Incentive Plan, as amended {incorporated by reference to Exhibit 10.7 to Annual Report on
Form 10-K for the year ended December 31, 2003)

106" 1996 Directors Stock Compensation Program, as amended May 8, 2002 (incorporated by reference to Exhibit 101

of Imation's Form 10-Q for the quarter ended June 30, 2002)
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Exhibit
Number
10.7
10.8
10.8

10.10*

10.11*
1012
10.143"
10.14*

10.15

10.16~
1017
10.18
10.19"

10.20*

10.21*
10.22*
10.23*
10.24*
10.25*
10.26*
10.27*
10.28*

10.29*

Description of Exhibit

Director Compensation Program, as amended (incorporated by reference to Exhibit 10.9 to Imation’s Form 8-K
Current Report filed on February 13, 2006)

Shareholders Agreement in relation to Global Data Media FZ-LLC {incorporated by reference to Exhibit 10.11 ta
Annual Report on Form 10-K for the year ended December 31, 2003) :

Amendment Agreement to Shareholders Agreement in relation to Global Data Media FZ-LLC (incorporated by
reference to Exhibit 10.1 to Imation's Form 8-K Current Report filed on January 26, 20086)

Performance Stock Option Agreement between Imation and Frank P Russomanno dated May 13, 2004
(incorporated by reference to Exhibit 10.16 to Annual Report on Form 10-K for the year ended December 31,
2004)

Amendment to Mr. Russomanna’s Performance Option Agreement (incorporated by reference to Exhibit 10.4 to
Imation’s Form 8-K Current Report filed on February 13, 2006) .

Form of Restricted Stock Award Agreement between Imation and Frank Russomanno (incarporated by reference
to Exhibit 10.12 to Imation's Form 8-K Current Report filed on May 9, 2005)

Description of Compensatory arrangement between Imation and Frank Russomanno (incorporated by reference to
Imation’s Form 8-K Current Report filed on November 14, 2006) '

Employment Agreement dated May 13, 2004 between Imation and Bruce A. Henderson (incarporated by
reference to Exhibit 10.1 of Imation's Form 10-Q for the quarter ended June 30, 2004)

Amendment to Performance Stock Option Agreement between Imation and Bruce A. Henderson dated
February 2, 2005 (incorporated by reference to Exhibit 1.01 to Imation’s Form 8-K Current Report filed on
February 7, 2005)

Amendment to Mr. Henderson's Performance Option Agreement (incorporated by reference to Exhibit 10.3 to
Imation’s Form 8-K Current Report filed on February 13, 2006)

Amendment to Employment Agreement between Imation and Bruce Henderson {incorporated by reference to
Exhibit 10.1 to Imation's Form 8-K Current Report filed March 3, 2006)

Form of 2000 Stock Incentive Plan Restricted Stock Award Agreement — Executive Officers (incorporated by
reference to Exhibit 10.9 to fmation's Form 8-K Current Report filed on May 9, 2005)

Amendment to 2000 Stock Incentive Plan Restricted Stock Award Agreement — Executive Officers {incorporated
by reference to Exhibit 10.8 to Imation's Form 8-K Current Report filed on May 9, 2005)

Form of Amendment to 2000 Employee Stock Incentive Plan Restricted Stock Award Agreements — Executive
Officer (incorporated by reference to Exhibit 10.2 to Imation's Form 8-K Current Report filed on February 13,
2006)

Form of 2000 Stock Incentive Plan Stock Option Agreement — Executive Officers {incorporated by reference to
Exhibit 10.11 to tmation's Form 8-K Current Report filed on May 9, 2005)

Form of 2000 Stock Incentive Plan Stock Option Agreement — Employees (incorporated by reference to
Exhibit 10.10 to Imation's Form 8-K Current Report filed on May 9, 2005)

Form of Restricted Stock Award Agreement — Employees 2004 (incorporated by reference to Exhibit 10,1 of
Imatien’s Form 10-Q for the quarter ended September 30, 2004)

Form of Restricted Stock Award Agreement — Executive Officers 2004 {incorporated by reference to Exhibit 10.2
of Imation's Form 10-Q for the quarter ended September 30, 2004)

Form of Stock Option Agreement — Employees 2004 (incorporated by reference to Exhibit 10.3 of Imation's
Form 10-Q for the quarter ended September 30, 2004)

Form of Stock Option Agreement — Executive Officers 2004 (incorporated by reference to Exhibit 10.4 of
Imation’s Form 10-Q for the quarter ended September 30, 2004) :

Description of 2006 Annual Bonus Plan Target Approval (incorporated by reference to Imation's Form 8-K Current
Report filed on May 5, 2006)

Description of 2007 annual Bonus Plan Target Approval {incorporated by reference to Imation's Form 8-K Current
Report filed on January 12, 2007)

Imation 2005 Stock Incentive Plan, as amended November 9, 2005 (incorporated by reference to Exhibit 10.1 to
tmation's Form 8-K Current Report filed on November 16, 2005)
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;&Eg
10.30°
10.31°
10.32"
10.33*
10.34*
10.35"
10.36
10.37"
10.38

10.39

10.40"

1041°
10.42*
10.43*
10.44*
10.45*
10.46*
10.47*

211
231
241
KIN
31.2
321
32.2

Description of Exhihit
Imation 2005 Stock Incentive Plan Stock Option Agreement — Employees {incorparated by reference to
Exhibit 10.2 to Imation's Form 8-K Current Report filed on May 9, 2005)

Imation 2005 Stock Incentive Plan Stock Option Agreement — Executive Officers (incorporated by reference to
Exhibit 10.3 to Imation's Form 8-K Current Report filed on May 9, 2005}

Form of Amendment to 2005 Stock Incentive Plan Option Agreements — Executive Officer (incorporated by
reference to Exhibit 10.5 to Imation’s Form 8-K Current Report filed on February 13, 2006)

Imation 2005 Stock Incentive Plan Stock Option Agreement — Directors (incorporated by reference to Exhibit 10.4
to Imation's Form 8-K Current Report filed on May 9, 2005)

Amendment to 2005 Stock Incentive Plan Stock Option Agreement — Directors (incorporated by reference to
Exhibit 10.2 to Imation’s Form 8-K Current Report filed on November 16, 2005)

Imation 2005 Stock Incentive Plan Restricted Stock Award Agreement — Employees (incorporated by reference
to Exhibit 10.5 to Imation's Form 8-K Current Report filed on May 9, 2008)

Imation 2005 Stock Incentive Plan Restricted Stock Award Agreement — Executive Officers {incorporated by
reference to Exhibit 10.6 to Imation’s Form 8-K Current Report filed on May 9, 2005)

Form of Amendment to 2005 Stock Incentive Plan Restricted Stock Award Agreements — Executive Officer
{incorporated by reference to Exhibit 10.6 to Imation’s Form 8-K Current Report filed on February 13, 2006)

Imation 2005 Stock Incentive Plan Restricted Stock Award Agreement — Directors (incorporated by reference to
Exhibit 10.7 to Imation’s Form 8-K Current Report filed on May 9, 2009)

Amendment to 2005 Stock Incentive Plan Restricted Stock Award Agreement — Directors (incorporated by
reference to Exhibit 10.3 to Imation’s Form 8-K Current Report filed on November 16, 2005)

Form of Amendment to 2004 and 2005 Executive Officer Option Agreements under the 2000 Employee Stock
Incentive Plan (incorporated by reference to Exhibit 10.1 to Imation's Form 8-K Current Report filed on
February 13, 2008)

Form of Amendment to 2005 Stock Oplion Agreements — Non-Employee Directors (incorporated by reference to
Exhibit 10.7 to Imation's Form 8-K Current Report filed on February 13, 2006)

Form of Non-employee Director Opticn Agreement (incomorated by reference to Exhibit 10.12 to Imation's
Form 8-K Current Report filed on February 13, 2006)

Form of Amendment to 2005 Restricted Stock Award Agreements — Non-Employee Directors (incorporated by
reference to Exhibit 10.8 to Imation's Form 8-K Current Report filed on February 13, 2006)

Form of Non-Employee Director Restricted Stock Award Agreement (incorporated by reference to Exhibit 10.13 to
Imation's Form 8-K Current Report filed on February 13, 2006)

Form of Executive Officer Option Agreement {incorporated by reference to Exhibit 10.10 to Imation's Form 8-K
Current Report filed on February 13, 2006)

Form of Executive Officer Restricted Stock Award Agreement {incorporated by reference to Exhibil 10.11 to
Imation's Form B-K Current Report filed on February 13, 2006)

Credit Agreement between Imation and a Consortium of Lenders dated as of March 29, 2006 (incorporated by
reference to Exhibit 10.1 to Imation's Form 8-K Current Report filed April 5, 2008)

Subsidiaries of Imation Corp.

Consent of Independent Registered Public Accounting Firm

Power of Attorney

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

* Itemns that are management contracts or compensatory plans or arrangements required to be filed as an exhibit pursuant
to ltem 15(b) of Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the regisirant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Imation Corr

By: /s/  Frank P Russomannp

Frank P. Russomanno
Acting Chief Executive Officer, President and
Chief Operating Officer

Date: February 22, 2007
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Pursuant to the requirements of the Securilies Exchange Act of 1934, this report has been signed below by the

following persons on behalf of the Registrant and in the capacities and on the dates indicated.

{s/  Bruce A. HENDERSON

Bruce A. Henderson

lsl  Frank P RUSSOMANNO

Frank P Russomanno

sl PauL R. ZELLER

Paul R. Zeller

fsf  Peter A, KogHN

Peter A. Koehn

*

Michael S. Fields

*

Charles A. Haggerty

x

Linda W. Hart

*

Ronald T. LeMay

*

L. White Matthews, (Il

*

Charles Reich

*

Glen A. Taylor

L]

Daryl J. White

*By: /sf  Joun L. Suiivan

John L. Sullivan
Attorney-in-fact

Chairman and Inactive Chief Executive

Vice President and Chief Financial Officer
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SUBSIDIARIES OF IMATION CORP.

Country or State in Which

Exhibit 21.1

Percentage of

Subsidiary was Organized QOwnership

Imation Enterprises Corp. . . .. ..o e Delaware 100
imation Funding Corp. ... ... .o Delaware 100
Imation Latin America Corp. .. ... .. Delaware 100
Imation Latin America Marketing SA. ... ... ... ... ... L. Panama 100
Imation do Brasil Ltda. . ...... ... ... ... .. Brazit 100
Imation Chile S.A. ... ... Chite 100
Imation Mexico SA. de CV. ... ... .. L Mexico 100
imation Mercosur Trading S.AA. . ... ... . Uruguay 100
Imation Argentina SACLELA ... . . .. Argentina 100
Imation Colombia S.A. ... . . e Colombia 100
Imalion Venezuela S.A. .. ... .. Venezuela 100
Imation Canada Inc. . ...... ... ... Canada 100
Imation (Thailand} Ltd. . ... ... ... . . Thailand 100
Imation Holdings Pte Ltd. ... ... ... ... .. ... . ... ... .. ... Singapore 100
Imation Asia PacificPte Ltd. . ... ... ... ... ... ... ... L, Singapore 100
Imation ANZ Pty Ltd. ... . ... ... Australia 100
Imation (Shanghai) Co. Ltd. ... ... ... ... .. ... ... ... ... ... .. China 100
Imation (Guangzhou) International Co. Ltd. ..................... .. China 100
Imation (Tianjin) intemational Co. Lid. . ... ... . ... ... ... ........ China 100
Imation Information Technology (Beijing) Ltd. . ........... .. ... ..... China 100
fmation Hong Kong Ltd. . ... ... ... Hong Kong 100
Imation India Private Ltd. . .. ... ... ... .. ... .. .. India 100
Imation Corporation Japan ... ... ... .. .. .. e Japan 60
Imation Korea, Inc. .. ... .o Korea 100
Imation (Malaysia) SDN.BHD . ..... ... ... ... .. ... ... ... ..... Malaysia 100
Imation Singapore Ple. btd. . ... .. .. Singapore 100
Imation Taiwan Ltd. . . ...... ... . . i Taiwan 100
Memorex Products (Taiwan} Inc. . ... .. ... ... . ... . ... .. .. ... Taiwan 100
Imation Europe BV . .. ... e Netherlands 100
Imation France S.A. ... .. L e France 100
Imation Deutschland GmbH .. ... . ... ... ... ... ... Germany 100
Imation S.p A, .. Italy 100
Imation Ibenia, S.A. ... . Spain 100
Imation Middle East FZE . .. .. .. ... . . . United Arab Emirates 100
Imation UK. Limited . ........ ... ... ... . . . United Kingdom 100
Imation lreland Ltd. ... ... . e Ireland 100
Global Data Media FZ-LLC . . ... .. ... .. United Arab Emirates 51*
Glyphics Media Inc. ... ... ... . .. . . ... e New York 51*
MBIl International FZ-LLC . . . . .. ... .. e United Arab Emirates 51*
MBI International Services Private Ltd. . .... ... ... ... .. ... ..., India 51"

MBIl India Marketing Private Ltd. . ... .. ... ... .. ool india 51
Memorex Products INC. ... .. ... .. . California 100
eMemorex.com . ... ... Delaware 100
Memarex Camada Ltd., ........ ... ... .. . . Canada 100
Memorex Products Europe Lld. . . ... ... ... United Kingdom 100
Memorex Products GmbH . ... ... .. Germany 100
Memorex Products SAS . ... ... L France 100
Hanny Magnetics Europe Limited .. ... ... ... ... ... ... ... ... United Kingdom 100

* Japan and Global Data Media FZ-LLC and its subsidiaries are joint ventures.




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (Nos. 333-15273,
333-15275, 333-15277, 333-35591, 333-38196, 333-66030 and 333-124634), of Imation Corp. of our report dated
February 22, 2007, relating to the consolidated financial statements, management's assessment of the effectiveness of
internal control over financial reporting and the effectiveness of internat control over financial reporting, which appears in
this Form 10-K.

fs/  PricewarerHouseCoorers LLP
PricewaterhouseCoopers LLP

Minneapaolis, Minnesota
February 22, 2007




POWER OF ATTORNEY

Exhibit 24.1

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below hereby constitutes
and appoints Frank P. Russomanno, John L. Sullivan and Paul R. Zeller, and each of them, his or her true and lawful
attorneys-in-fact and agents, each acting alone, with full power of substitution and resubstitution, for him or her and in his
or her name, place and stead, in any and all capacities, to sign the 2006 Annual Report on Form 10-K of Imation Corp.,
and any and all amendments thereto, and to file the same, with all exhibits thereto and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and agents, each acting
alone, full power and authority to do and perform to all intents and purposes as he or she might or could do in person,
hereby ralifying and confirming ali that said attorneys-in-fact and agents, each acting alone, or the substitutes for such
attorneys-in-fact and agents, may lawfully do or cause to be done by virtue hereof

Name

fs/  PETER A. KOEHN

Peter A. Koehn
Is!  MICHAEL S. FIELDS

Michael S. Fields
/s!  CHARLES A. HAGGERTY

Charles A. Haggerty
/s/  BRUCE A. HENDERSON

Bruce A. Henderson
s/ LINDA W. HART

Linda W. Hart
/s/ RONALD T. LEMAY

Ronald T. LeMay
s/ L. WHITE MATTHEWS, Ili

L. White Matthews, IIl
s/ CHARLES REICH

Charles Reich
fsf  GLEN A, TAYLOR

Glen A. Taylor
s/ DARYL J. WHITE

Daryl J. White

Tt

Vice President, Controller and Principal
Accounting Officer
Director
Director
Director
Director
Director
Director
Director

Director

Director

Date
February 7, 2007

February 7, 2007
February 7, 2007
February 7, 2007
February 7, 2007
February 7, 2007
February 7, 2007
February 7, 2007
February 7, 2007

February 7, 2007




Exhibit 31.1

Certification Pursuant to Section 302
of the Sarbanes-Oxley Act of 2002

I, Frank P Russomanno, certify that:
1. | have reviewed this annual report on Form 10-K of Imation Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, faidy
present in all material respects the financial condition, results of gperations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures {as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
{as defined in Exchange Act Rules 13a-15(f) and 15d-15(f}) for the registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including its
consclidated subsidiaries, is made known to us by others within these entities, particularly during the period in which
this report is being prepared; '

{b) Designed such internal control over financial reperting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

{c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
repart our conclusions about the effectiveness of the disclosure centrols and procedures, as of the end of the peried
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal contral over financial
reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functionsy):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasanably likely to adversely affect the registrant's ability to record, process, summarize
and report financial information; and

(b} Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal control over financial reporting.

By: /sl Frank P Russomano

Frank P Russomanno
Acting Chief Executive Officer, President and
Chief Operating Officer

February 22, 2007




Exhibit 31.2

Certification Pursuant to Section 302
of the Sarbanes-Oxley Act of 2002

|, Paul R. Zeller, certify that:
1. I have reviewed this annual report on Form 10-K of Imation Corp.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the reglstrant as of, and for,
the periods presented in this report:

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: *

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entilies, particularly during the period in which
this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such intemal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

{d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report)
- that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial
reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):

{a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize
and report financial information: and

(b} Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant's internal control over financial reporling,

By:/s/ PauL R. ZELLER

Paul R. Zeller
Vice President and Chief Financial Officer

February 22, 2007




Exhibit 32.1

Certification Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Imation Corp. (the “Company”) on Form 10-K for the period ended
December 31, 2006, as filed with the Securities and Exchange Commission {the “Report’), I, Frank P Russomanno, Acting
Chief Executive Officer, President and Chief Operating Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

{2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

fsf  Frank P RussoMANNO

Frank P Russomanno
Acting Chief Executive Officer, President and
Chief Operating Officer

February 22, 2007




Exhibit 32.2

Certification Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Imation Corp. {the “Company”) on Form 10-K for the period ended
December 31, 2008, as filed with the Securities and Exchange Commission (the “Report’), |, Paul R. Zefler, Vice President
and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to section 906
of the Sarbanes-Oxley Act of 2002, that;

(1} The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Isf PayL R, ZELLER

Paut R. Zeller
Vice President and Chief Financial Officer

February 22, 2007




board of directors

Michael S. Fields

Chairman and Chief Executive Officer,
KANA Software, Inc.

Chairman. The Fields Group

Charles A. Haggerty

Chiet Executive Officer,

LeConte Associates, LI.C

Retired Chairman and Chief Executive Officer,
Western Digital Corporation

Linda W, Hart
Vice Chairman and Chief Executive Officer,
Hart Group, Inc.

Bruce A. Henderson
Chairman of the Board and
Inactive Chief Executive Officer, Imation Corp.

Ronald T. LeMay

Industrial Partner of Ripplewood Holdings, LLC
Executive Chairman and Chief Executive Officer
Last Mile Conrections, Inc.

Chairman, AirCell, Inc.

Chairman, October Capital

shareholder return performance

L. White Matthews, 11l

Retired Executive Vice President,
Chief Financial Officer,

Ecolab, Inc.

Former Executive Vice President,
Chief Financial Cfficer,

Union Pacific Corporation

Charles Reich
Retireg Executive Vice President,
3M Company, Health Care Business

Glen A, Taylor
Chairman, Taylor Corporation

Daryl J. White
Retired President and Chief Financial Officer,
Legarity, Inc.

Former 3VP of Finance and Chief Financial Officer,

Compag Computer Corporation

The graph and table below compare the cumulative total shareholder return on our common stock for

the last five fiscal years with the cumulative total return of the S&P MidCap 400 Index and ArcaEx Tech
100 Index, formerly known as the Pacific Stock Exchange High Technology Index, over the same period.
The graph and table assume the investment of $100 on December 31, 2001 in each of our comman stock,
the S&P MidCap 400 Index and the ArcaEx Tech 100 Index and reinvestment of all dividends.

Imation Corp.
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shareholder information

This Annual Report to Shareholders has been
prepared o accompany the Repert on Form 10-K,
filed with the Securities and Exchange Commission
on February 22, 2007, and is current as of that date.
Further information is available at investorrelations@
imation.com or through Imation's shareholder
telephone at 888-IMN-NYSE during the business
hours of 7:00 a.m. to 5:30 p.m. {CST)

Product Information
Visit www,imation.com and www.memorex.com

Annual Shareholders Meeting

Wednesday, May 2, 2007, 5:00 a.m. {local time}
The Saint Paul Hotel

350 Market Street

S1. Paul, MN 55102

Stock Listings

New York Stock Exchange
Chicago Stock Exchange
Ticker symbol: IMN

IMN

LINTED

NYSE

Transfer Agent

The Bank of New York

Shareholder Relations Department

P.O. Box 11258

Chureh Street Station

New York, NY 10286

Phone 800-524-4458

Phone 1-212-815-3700 (Outside the U.S.)
Phone 888-269-5221 {Hearing Impaired TDD Phone}
E-mail shareowners@oankofny.com

Web site www.stockbny.com

Send certificates for transfer ang address
changes to:

Receive and Deliver Department

P.C. Box 11002

New York, NY 10286-1002

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP

225 South Sixth Street, Suite 1400

Minneapolis, MN 55402

NYSE CEO Certification and

Sarbanes Oxley Section 302 Certification

The 2006 New York Stock Exchange (NYSE) CEQ
certification that the CEO is not aware of any violation
by Imation of NYSE Corporate Governance Listing
Standards was submitted to the NYSE without
qualification on May 18, 2006. Imation has filed
with the Securities and Exchange Commission, as an
Exhibit 1o its most recently filed 10-K, the Sarbanes
Oxley Act Section 302 certification regarding the
quality of our public disclosure.

If you would like to receive our annual report and
proxy materials electronically in the future, go 1o our
website www.imation.com:
- under About Imation, click on Investor Relations;
- in the Shareholder Services/Information section,
click on Electronic Delivery of Proxy Materials; and
- follow the prompts to submit your electronic
consent,

www.imation.com

The name IMATION combines the essence of our
business - information — with its ¢ore values of
imagination and innovation. The correct pronunciation
of IMATIGN is:

Im -a" - shun
As in imagine
As in information
Rhymes with innovation

The annual report is printed on 20% recycled paper.
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Imation Corp.

1 Imation Place
Oakdale, MN 55128-3414
651-704-4000
868-466-3456 phone
800-537-4675 fax
info@imation.com

© Imation 2007 52-0003-5477-0

Imation, the Imation logo, Odyssey,
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stewardship

A DECADE OF RESPONSIBLE STEWARDSHIP IN QUR COMMUNITIES

Throughout our 10-year histery, Imation has demanstrated a strong commitment
to the communities in which we operate. The following are examples of our efforts
and accomplishments in employee safety and environmental stewardship as

well as corporate giving.

Our Wahpeton, North Dakota and Camarillo, Califarnia manufacturing plants

have achieved 150 14001 registration by implementing environmental management
systems, and our Weatherford, Oklahoma facility is expected to be IS0 14001 registered
by the end of 2007. Both cur Camarillo and Weatherford facilities remain participants
in the Environmental Protection Agency's environmental initiatives, promating better
envirenmental performance through greater regulatory flexibility. Imation received

the Minnesota Governor's Award of Honor for Excellence in Workplace Safety and
Health, and our Wahpeton facility received the North Dakota Safety Council's
Occupational Safety Award of Honor.

We partner with the City of Oakdale, Minnesota through the Adopt-A-Wetland
program. With numerous wetlands on our world headquarters site, Imatign
employees play an important rale in protecting these natural habitats.

Through our Corporate Giving programs during the past decade, Imation has donated
well aver a million dollars, supporting our communities” nonprofit organizations in
the areas of education, health and human services, and arts and culture.

Imation encourages and supports employee volunteers in gur communities by
encouraging them ta deliver Meals on Wheels, join in a United Way Day of Caring or
by providing a financial grant to a qualified nonprofit based on employee velunteer
participation.

Imatian is partnering with middle school teachers azaund the United States to
bring technotogy into the classroom through our TechEd Grant Program, the newest
addition to aur Community Affairs programming. And, Imatien has reached across
the globe to support deployed military traops through our in-kind danation of more
than 450,000 Forcefield™ CDs.

As we pregare for gur next decade, and the decades that will follow, we remain

committed to sharing our spirit of innovation around the world through responsible
corporate citizenship. £N@




